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AMERICAN FINANCIAL GROUP, INC.

FORWARD-LOOKING STATEMENTS

This Form 10-K, chiefly in Items 1, 3, 5, 7 and 8, contains certain forward-I ooking
statenments that are subject to nunerous assunptions, risks or uncertainties. The
Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-
| ooki ng statenents. Sone of the forward-1|ooking statenments can be identified by the
use of forward-1|ooki ng words such as "believes", "expects", "may", "will", "shoul d",
"seeks", "intends", "plans", "estimates", "anticipates" or the negative version of
t hose words or other conparable term nology. Actual results could differ materially
fromthose contained in or inplied by such forward-1Iooking statenents for a variety
of factors including:

changes in economic conditions, including interest rates, performance of
securities markets, and the availability of capital

regul atory actions;

changes in |l egal environment;

tax | aw changes;

| evel s of catastrophes and ot her nmjor |osses;

adequacy of |oss reserves;

avai lability of reinsurance; and

conpetitive pressures, including the ability to obtain rate increases.

Forwar d-| ooki ng statenents speak only as of the date nade. AFG undertakes no
obligations to wupdate any forward-looking statenments to reflect events or
circunmstances arising after the date on which they are made.



PART |
ITEM 1

Business

Pl ease refer to "Forward-Looking Statements" following the Index in front of this Form 10-K

Introduction

Ameri can Financial Goup, Inc. ("AFG') is a holding company which, through its
subsidiaries, is engaged primarily in private passenger autonobile and specialty
property and casualty insurance businesses and in the sale of tax-deferred annuities
and certain life and supplenmental health insurance products. AFG s property and
casualty operations originated in the 1800's and nake up one of the thirty I argest
property and casualty groups in the United States based on statutory net preniuns
witten. AFG was incorporated as an Chio corporation in July 1997. Its address is
One East Fourth Street, Cincinnati, Ohio 45202; its phone number is (513) 579-2121.

AFG s predecessor had been formed in 1994 for the purpose of acquiring American
Fi nanci al Corporation ("AFC') and American Prem er Underwiters, Inc. ("Anerican
Premer" or "APU') in merger transactions conpleted in April 1995 (the "Mergers").

At Decenber 31, 2000, Carl H Lindner, nmenbers of his imrediate fanily and
trusts for their benefit (collectively the "Lindner Fam |ly") beneficially owned
approxi mately 45% of AFG s outstandi ng voti ng comopn st ock.

General

General |y, conpani es have been included in AFG s consolidated financial
statenments when the ownership of voting securities has exceeded 50% for investnents
bel ow that | evel but above 20% AFG has accounted for the investnents as investees.
(See Note E to AFG s financial statenents.) The follow ng table shows AFG s
percent age ownership of voting securities of its significant affiliates over the

past several years:
Voting Ownershi p at Decenber 31,

2000 1999 1998 1997 1996

Ameri can Financi al Corporation 79% 79% 79% 79% 76%
Anerican Premer Underwriters 100% 100% 100% 100% 100%
Great Anerican Insurance G oup 100% 100% 100% 100% 100%
Great Anerican Financial Resources 83% 83% 82% 81% 81%
Ameri can Financial Enterprises 100% 100% 100% 100% 83%
Chiquita Brands | nternational 36% 36% 37% 39% 43%

The foll owing sumari zes the nore significant changes in ownership percentages
shown in the above table.

American Financial Enterprises I n 1997, AFEl becane a whol |l y-owned subsidiary of AFG
as a result of a transaction whereby AFG purchased all publicly-held shares of AFEI
for cash and AFG Common Stock.

Chiquita Brands International During 1997 and 1998, Chiquita issued an aggregate of
4.6 mllion shares and 4.0 mllion shares of its conmon stock, respectively, in
connection with the purchase of new busi nesses.



Property and Casualty Insurance Operations

AFG s property and casualty group is engaged primarily in private passenger
aut onobi | e and specialty insurance busi nesses which are nanaged as two maj or
busi ness groups: Personal and Specialty. Each group reports to an individual senior
executive and is conmprised of nultiple business units which operate autonomously but
with certain strong central controls and full accountability. Decentralized contro
all ows each unit the autonony necessary to respond to |ocal and specialty market
conditions while capitalizing on the efficiencies of centralized i nvestnment and
adm ni strative support functions. AFG s property and casualty insurance operations
enpl oy approxi mately 7,900 persons.

In Decenmber 2000, AFG agreed to sell its Japanese property and casualty division
to Mtsui Marine & Fire Insurance Conpany of Anmerica for approximately $22 million
in cash. The sale is expected to close at the end of March 2001. At the sane tine,
a reinsurance agreenment under which Great Anerican Insurance ceded a portion of its
pool of insurance to Mtsui will term nate. The Japanese division generated net
witten prem unms of approximately $60 mllion per year to Great Anerican while G eat
Anerican ceded approxi mately $45 million per year to Mtsui

I n Septenber 2000, AFG sold Stonewall |nsurance Conpany for approxinmately
$31 million. Stonewall was a non-operating property and casualty subsidi ary engaged
primarily in the run-off of approximately $170 nmillion in asbestos and environnmenta
liabilities associated with policies witten through 1991

AFG sold its Commercial lines division to Chio Casualty Corporation in Decenber
1998 for approxinmately $300 million plus warrants to purchase 6 mllion (post split)
shares of Ohio Casualty common stock. AFG received an additional $25 million in
2000 under a provision in the sale agreenent related to the retention and growth of
t he i nsurance businesses acquired by Chio Casualty. The comrercial |ines business
sol d generated net witten prem uns of approximately $230 million in 1998 prior to
the sale.

Over the past few years, AFG has expl ored opportunities to expand the variety of
di stribution channels for its insurance products. The April 1999 acquisition of
Wor | dwi de | nsurance Conpany provided AFG with a significant base for selling private
passenger auto insurance and a variety of other insurance products directly to
consuners, including over the Internet.

AFG operates in a highly conpetitive industry that is affected by nany factors
whi ch can cause significant fluctuations in its results of operations. The industry
has historically been subject to pricing cycles characterized by periods of intense
conpetition and |l ower premiumrates (a "downcycle") followed by periods of reduced
conpetition, reduced underwiting capacity due to | ower policyholders' surplus and
hi gher premiumrates (an "upcycle"). The property and casualty insurance industry
has been in an extended downcycle for over a decade, although indications of sone
market firmng and price increases are being seen in certain specialty markets and
in the private passenger autonobile nmarket.

The primary objective of AFG s property and casualty insurance operations is to
achi eve underwiting profitability. Underwiting profitability is neasured by the
conbined ratio which is a sumof the ratios of underwiting | osses, |oss adjustnent
expenses ("LAE"), underwriting expenses and policyhol der dividends to prem uns.

When the conbined ratio is under 100% underwiting results are generally considered
profitable; when the ratio is over 100% underwiting results are generally

consi dered unprofitable. The conbined rati o does not reflect investnent inconeg,

ot her incone or federal inconme taxes.

Managenent's focus on underwiting performance has resulted in a statutory
conbined ratio averagi ng 103.2%for the period 1996 to 2000 (excludi ng specia
charges in 1996 and 1998 to increase reserves for asbestos and other environnenta
matters), as conpared to 106.3% for the property and casualty industry over the sane
period (Source: "Best's Review Preview - Property/Casualty" - January 2001 Edition).
AFG believes that its product |ine diversification and underwiting discipline have
contributed to the Conpany's ability to consistently outperformthe industry's
underwriting results. Managenent's philosophy is to refrain fromwiting business
that is not expected to produce an underwiting profit even if it is necessary to
[imt premumgrowh to do so



CGenerally, while financial data is reported on a statutory basis for insurance
regul atory purposes, it is reported in accordance with generally accepted accounting
principles ("GAAP') for sharehol der and other investnent purposes. |In general
statutory accounting results in |ower capital surplus and net earnings than result
fromapplication of GAAP. Major differences include charging policy acquisition
costs to expense as incurred rather than spreading the costs over the periods
covered by the policies; recording bonds and redeemabl e preferred stocks prinmarily
at anortized cost; netting of reinsurance recoverabl es and prepaid rei nsurance
prem uns agai nst the corresponding liability; requiring additional |oss reserves;
and charging to surplus certain assets, such as furniture and fixtures and agents
bal ances over 90 days ol d.

Unl ess indicated otherwi se, the financial information presented for the property
and casualty insurance operations herein is presented based on GAAP and includes the

Commercial lines division for all periods prior to the 1998 sal e date.
The followi ng table shows (in nmillions) certain information of AFG s property
and casualty insurance operations.
2000 1999 1998
Statutory Basis
Prem uns Ear ned $2, 484 $2, 197 $ 2,657
Adm tted Assets 6, 472 6, 332 6, 463
Unear ned Prem uns 1,154 1, 005 914
Loss and LAE Reserves 3,445 3,525 3,702
Capital and Surplus 1, 763 1, 664 1, 840
GAAP Basi s
Prem uns Ear ned $2, 495 $2, 211 $ 2,699
Total Assets 9, 458 9, 487 10, 053
Unear ned Prem uns 1,414 1, 326 1, 233
Loss and LAE Reserves 4,516 4,795 4,773
Shar ehol der's Equity 3,360 3,158 3,174

The foll owi ng table shows the segnment, independent ratings, and size (in
mllions) of AFG s mmjor property and casualty insurance subsidiaries. AFG
continues to focus on growth opportunities in what it believes to be nore profitable
specialty and private passenger auto businesses which represented the bul k of 2000
net witten prem uns.

Net Witten Prem uns

Conpany (Ratings — AM Best/ S&P) Per sonal Speci alty
Great Anerican Pool (*) A A+ $ 225 $ 866
Republic I ndemity A A+ - 221
M d- Cont i nent A A+ - 128
National Interstate A- - - 57
Aneri can Enpire Surplus Lines A A+ - 46
Atl anta Casualty A- A+ 336 -
Infinity A A+ 352 -
W ndsor A A+ 238 -
Leader A- A+ 151 -
O her 9 6
$1,311 $1,324

(*) The Great Anerican Pool represents approximately 15 subsidiaries, including
G eat Anerican Insurance, Geat Anmerican |Insurance of New York and
Worl dwi de. Fitch assigned the Great American Pool a rating of AA- (very
hi gh) .



The foll owi ng table shows the performance of AFG s property and casualty
i nsurance operations (dollars in mllions):

2000 1999 1998

Net written prem uns $2, 638 $2, 263 $2, 609(a)
Net earned prem uns $2, 495 $2, 211 $2, 699
Loss and LAE 1, 962 1,589 2,001
Speci al A&E charge - - 214
Underwriting expenses 732 661 764
Pol i cyhol der di vi dends 3 4 9
Underwriting | oss ($_ 202) ($  43) ($_289)
GAAP rati os:

Loss and LAE ratio 78. 6% 71. 9% 82. 1%

Underwriting expense ratio 29.3 29.9 28.3

Pol i cyhol der dividend ratio .1 .2 .3

Conbi ned ratio (b) 108. 0% 102. 0% 110. 7%
Statutory ratios:

Loss and LAE ratio 80. 1% 73. 4% 82. 7%

Underwriting expense ratio 28.4 30.0 27.9

Pol i cyhol der dividend ratio .3 .3 .5

Conbi ned ratio (b) 108. 8% 103. 7% 111. 1%
I ndustry statutory conbined ratio (c) 110. 3% 107. 8% 105. 6%
(a) Includes $232 nmillion generated by the Comrercial |ines sold.

(b) The 2000 conbined ratios include 1.4 percentage points for reserve
strengthening in AFG s California workers' conpensation business. The 1998
conbined ratios include effects of the strengthening of insurance reserves
relating to asbestos and ot her environnmental matters ("A&E") of 7.9
percentage points (GAAP) and 8.0 percentage points (statutory).

(c) Ratios are derived from"Best's Review Preview - Property/ Casual ty" (January
2001 Edition).

As with other property and casualty insurers, AFG s operating results can be
adversely affected by unpredictable catastrophe |osses. Certain natural disasters
(hurricanes, tornadoes, floods, forest fires, etc.) and other incidents of ngjor
| oss (explosions, civil disorder, fires, etc.) are classified as catastrophes by
i ndustry associations. Losses fromthese incidents are usually tracked separately
from ot her business of insurers because of their sizable effects on overal
operations. AFG generally seeks to reduce its exposure to such events through
i ndi vidual risk selection and the purchase of reinsurance. Major catastrophes in
recent years included mdwestern hailstorns and tornadoes and Hurri canes Bonni e and
CGeorges in 1998. Total net losses to AFG s insurance operations from catastrophes
were $8 mllion in 2000; $24 nmillion in 1999 and $60 million in 1998. These anbunts
are included in the tables herein

Personal

General The Personal group wites primarily private passenger autonobile
liability and physical damage insurance, and to a | esser extent, homeowners
i nsur ance.

Historically, the najority of AFG s auto prem uns has been fromsales in the
nonst andard market covering drivers unable to obtain insurance through standard
mar ket carriers due to factors such as age, record of prior accidents, driving
viol ations, particular occupation or type of vehicle. Though the Personal group
will continue to wite coverage in this market, it has | aunched an expanded approach
maki ng personal autonobil e coverage available to drivers across a full spectrumfrom
preferred to nonstandard risks. AFG s approach to its auto business is to devel op
tailored rates for its personal autonobile custoners based on a variety of factors,
including the driving record of the insureds, the nunber of and type of vehicles
covered, credit history, and other factors.



AFG s approach to homeowners business is to limt exposure in |ocations which
have significant catastrophic potential (such as wi ndstorns, earthquakes and
hurricanes). Since 1998, AFG has ceded 90% of its honmeowners' business through
rei nsurance agreenments; in 2001, it is ceding 80% of this business.

The Personal group holds licenses to wite policies in all states and the
District of Columbia. The U S. geographic distribution of the Personal group's
statutory direct witten premunms in 2000 conmpared to 1996, was as foll ows:

2000 1996 2000 1996

California 19. 3% 6. 8% Tennessee 2. 4% 2. 7%

New Yor k 12.8 3.2 Sout h Carolina 2.4 *

Fl ori da 10.5 10.1 North Caroli na * 3.4
Connecti cut 8.0 9.8 I ndi ana * 2.7
Georgi a 7.6 7.2 M ssi ssi ppi * 2.5
Pennsyl vani a 6.1 9.6 M ssouri * 2.5
Texas 3.9 9.3 Ckl ahoma * 2.4
New Jer sey 2.7 2.7 Ari zona * 2.3
Kent ucky 2.6 * Washi ngt on * 2.2
O her 21.7 20.6

100.0% 100. 0%

(*) less than 2%

Managenent believes that the Personal group's underwiting perfornmance in recent
years has benefited, in part, fromthe refinenment of various risk profiles, thereby
di viding the consunmer market into nore defined segnments which can be underwitten or
priced properly. In addition, the Personal group has inplenmented cost contro
nmeasures both in the underwiting and clains handling areas. Conversely, the
Personal group's perfornmance has suffered in the past year frominadequate prem um
rates.

The foll owi ng table shows the performance of AFG s Personal group insurance
operations (dollars in nmllions):

2000 1999 1998

Net written prem uns $1, 311 $1,154 $1, 279
Net earned prem uns $1, 270 $1, 163 $1, 290
Loss and LAE 1, 061 881 958
Underwriting expenses 317 290 298
Underwriting profit (Ioss) ($ 108) ($ 8) $ 34
GAAP rati os:

Loss and LAE ratio 83. 6% 75. 7% 74. 2%

Underwriting expense ratio 25.0 25.0 23.1

Conbi ned ratio 108. 6% 100. 7% 97. 3%
Statutory ratios:

Loss and LAE ratio 83. 9% 75. 6% 74. 3%

Underwriting expense ratio 25.2 25.4 22.4

Conbi ned ratio 109. 1% 101. 0% 96. 7%
I ndustry statutory conbined ratio (a) 110.0% 105. 4% 104. 3%
(a) Represents the personal lines industry statutory conbined ratio derived from

"Best's Review Preview - Property/Casualty" (January 2001 Edition).

Marketing A goal of the Personal group is to be able to provide a full spectrum
of quality, conpetitively priced products to customers at any tine and in any manner
desirable to the custoner, whether through i ndependent agents or direct nmarketing
channel s, including over the Internet. AFG currently has the ability to sell over
the Internet in 13 states which together represent the majority of the U S. auto
mar ket .

The Personal group had approximately 1.2 million policies in force at
Decenber 31, 2000, nearly 75% of which had policy limts of $50,000 or |ess per
occurrence.

5



Competition A | arge number of national, regional and | ocal insurers wite
private passenger autonobile and homeowners' insurance coverage. Insurers in this
mar ket generally conpete on the basis of price (including differentiation on
liability limts, variety of coverages offered and deducti bl es), geographic presence
and ease of enrollment and, to a | esser extent, reputation for clains handling,
financial stability and custoner service. Managenent believes that sophisticated
data analysis for refinement of risk profiles has hel ped the Personal group to
conpet e successfully. The Personal group attenpts to provide selected pricing for a
wi der spectrum of risks and with a greater variety of paynent options, deductibles
and limts of liability than are offered by many of its conpetitors.

Specialty

General The Specialty group enphasizes the witing of specialized insurance
coverage where AFG personnel are experts in particular |lines of business or customer
groups. The follow ng are exanpl es of such specialty businesses:

I nl and and Ccean Mari ne Provi des coverage primarily for marine cargo, boat
deal ers, marina operators/deal ers, excursion
vessel s, builder's risk, contractor's equi prment,
excess property and motor truck cargo.

Wor kers' Conpensati on Wites coverage for prescribed benefits payable to
enpl oyees (principally in California) who are
i njured on the job.

Agricultural -rel ated Provi des federally reinsured nulti-peril crop
(allied I'ines) insurance covering nopst perils as
well as crop hail, equine nortality and ot her

coverages for full-time operating farnms/ranches and
agri busi ness operations on a nationw de basis.

Executive and Prof essi onal Markets liability coverage for attorneys and for
Liability directors and officers of businesses and not-for-
profit organizations.

Fidelity and Surety Bonds Provi des surety coverage for various types of
contractors and public and private corporations and
fidelity and crinme coverage for government,
nmercantile and financial institutions.

Col l ateral Protection Provi des coverage for insurance risk management
programs for | ending and | easing institutions.

Urbrel l a and Excess Consists primarily of large liability coverage in
excess of primary |ayers.

Speci alization is the key element to the underwiting success of these business
units. Each unit has independent management with significant operating autonony to
oversee the inmportant operational functions of its business such as underwiting,
pricing, marketing, policy processing and claims service. These specialty
busi nesses are opportunistic and their prem umvolume will vary based on prevailing
mar ket conditions. AFG continually eval uates expansion in existing markets and
opportunities in new specialty markets that nmeet its profitability objectives.



The U. S. geographic distribution of the Specialty group's statutory direct
witten premuns in 2000 conpared to 1996 is shown bel ow.

2000 1996 2000 1996
California 25. 8% 23. 6% M chi gan 2.6% 2. 9%
Texas 7.7 5.6 Pennsyl vani a 3.0
New Yor k 5.9 8.1 Geor gi a *
Fl ori da 4.9 3.4 Loui si ana
I11inois 4.3 3.8 Massachusetts 4.7
Il ahorma 3.2 2.8 North Carolina 3.7
New Jer sey 3.0 4.6 Connecti cut * 2.7
Chio 2.7 2.6 O her 33.3 28.5

100. 0% 100.0%

(*) less than 2%

The following table sets forth a distribution of statutory net witten preni uns
for AFG s Specialty group by NAIC annual statenment |ine for 2000 conpared to 1996.

2000 1996
Wor kers' conpensation 21. 3% 29. 1%
Qher liability 20. 4 20.6
I nl and mari ne 11.8 7.1
Auto liability 8.8 8.7
Commercial multi-peril 8.1 15. 7
Col l ateral protection 5.4 *
Aut o physi cal danage 4.9 3.0
Fidelity and surety 4.8 3.2
Allied lines 4.7 4.4
Ocean nari ne 3.5 3.4
O her 6.3 4.8

100. 0% 100. 0%

(*) less than 2%

The followi ng table shows the performance of AFG s Specialty group insurance
operations (dollars in nmllions):

2000 1999 1998

Net written prem uns $1, 324 $1,111 $1,312(a)
Net earned prem uns $1, 223 $1, 048 $1, 372
Loss and LAE 902 702 979
Underwriting expenses 413 370 451
Pol i cyhol der di vi dends 3 4 9
Underwriting profit (Ioss) ($ 95) ($ 28) ($ 67)
GAAP rati os:

Loss and LAE ratio 73.8% 67. 0% 71. 4%

Underwriting expense ratio 33.8 35.3 32.9

Pol i cyhol der dividend ratio .3 .4 .7

Conbi ned ratio (b) 107. 9% 102. 7% 105. 0%
Statutory ratios:

Loss and LAE ratio 76. 5% 70. 2% 72. 1%

Underwriting expense ratio 31.4 34.8 34.1

Pol i cyhol der dividend ratio .5 .5 1.0

Conbi ned ratio (b) 108. 4% 105. 5% 107. 2%
I ndustry statutory conbined ratio (c) 109. 5% 109. 8% 107. 3%
(a) Includes $232 nmillion generated by the Comrercial |ines sold.

(b) The 2000 conbined ratios include 2.9 percentage points for reserve
strengthening in AFG s California workers' conpensation business.

(c) Represents the commercial industry statutory conbined ratio derived from
"Best's Review Preview - Property/Casualty" (January 2001 Edition).



Marketing The Specialty group operations direct their sales efforts primarily
t hrough i ndependent property and casualty insurance agents and brokers, although
portions are witten through enpl oyee agents. These busi nesses wite insurance
t hrough several thousand agents and brokers and have approxi mately 360, 000 policies
in force.

Competition These busi nesses conpete with other individual insurers, state funds
and insurance groups of varying sizes, sone of which are nutual insurance conpanies
possessi ng conpetitive advantages in that all their profits inure to their
pol i cyhol ders. They al so conpete with sel f-insurance plans, captive prograns and
risk retention groups. Because of the specialty nature of these coverages,
conpetition is based primarily on service to policyhol ders and agents, specific
characteristics of products offered and reputation for clains handling. Price,
conmi ssions and profit sharing terns are also inportant factors. Managenent
bel i eves that sophisticated data analysis for refinenent of risk profiles, extensive
speci al i zed know edge and | oss prevention service have hel ped AFG s Specialty group
conpet e successful ly.

Reinsurance

Consi stent with standard practice of nobst insurance conpani es, AFG reinsures a
portion of its business with other insurance conpani es and assunes a relatively
smal | amount of business fromother insurers. Ceding reinsurance pernmts
diversification of risks and limts the maxi mum|loss arising fromlarge or unusually
hazardous risks or catastrophic events. The availability and cost of reinsurance
are subject to prevailing market conditions which may affect the vol une and
profitability of business that is witten. AFGis subject to credit risk with
respect to its reinsurers, as the ceding of risk to reinsurers generally does not
relieve AFG of its liability to its insureds until clains are fully settled.

Rei nsurance is provi ded on one of two bases, facultative or treaty. Facultative
reinsurance is generally provided on a risk by risk basis. Individual risks are
ceded and assuned based on an offer and acceptance of risk by each party to the
transaction. Treaty reinsurance provides for risks meeting prescribed criteria to
be automatically ceded and assuned according to contract provisions. The follow ng
tabl e presents (by type of coverage) the ampunt of each | oss above the specified
retenti on maxi mum generally covered by treaty reinsurance progranms (in mllions):

Ret enti on Rei nsur ance
Cover age Maxi mum Cover age( a)
California Wirrkers' Conpensation $ .5 (b)
O her Workers' Conpensation 1.0 49.0
Commercial Unbrella 1.0 49.0
Q her Casualty 5.0 25.0
Property - General 5.0 25.0 (c)
Property - Catastrophe 10.0 65.0
(a) Reinsurance covers substantial portions of |osses in excess of retention
(b) Al ampunts in excess of $500, 000.
(c) Since 1998, AFG has ceded 90% of its honeowners insurance coverage through a

rei nsurance agreement. Beginning in 2001, AFG wi |l cede 80% of this
busi ness.

AFG al so purchases facultative reinsurance providing coverage on a risk by risk
basis, both pro rata and excess of |oss, depending on the risk and avail abl e
reinsurance markets. Due in part to the limted exposure on individual policies,

t he nonstandard auto business is not materially involved in reinsuring risks with
third party insurance conpanies.

Included in the bal ance sheet caption "recoverables fromreinsurers and prepaid
rei nsurance prem uns" were approximately $179 mllion on paid | osses and LAE and
$1.3 billion on unpaid | osses and LAE at Decenber 31, 2000. The collectibility of a
rei nsurance bal ance i s based upon the financial condition of a reinsurer as well as
i ndi vi dual claimconsiderations. At Decenmber 31, 2000, AFG s insurance subsidiaries
had al | owances of approximately $20 mllion for doubtful collection of reinsurance
recover abl es, nost of which related to unpaid | osses.



In connection with the 1998 sale of its Comrercial lines division to Chio
Casualty, AFG agreed to continue to issue and renew policies (in certain states)
related to the business transferred until GChio Casualty received the required
approvals and licensing to begin witing this business on its own behalf. Under the
agreenment, AFG ceded 100% of these premiuns to Chio Casualty. [In 2000, 1999 and
1998, AFG ceded premunms of $209 million, $337 mllion and $170 nmillion (including
transferred unearned prem uns), respectively, under the agreenent.

In 1999 and 1998, AFG ceded approximately 30% of its California workers
conpensati on busi ness through a rei nsurance agreenent with Reliance |nsurance
Conpany. Due to concerns over Reliance's participation in a reinsurance pool run by
Uni cover Managers, Inc., AFG s reinsurance contracts with Reliance were conmuted in
January 2000. AFG received cash in exchange for releasing Reliance fromits
obligations under the contracts. Wile anounts have been reserved in connection
with the original insurance policies and the reinsurance agreenent, no significant
gain or loss was incurred fromthe comutation itself.

AFG regul arly nmonitors the financial strength of its reinsurers. This process
periodically results in the transfer of risks to nore financially secure reinsurers.
Substantially all reinsurance is ceded to reinsurers having nore than $100 nillion
in capital and AM Best ratings of "A-" or better. Excluding business ceded to
Ohi o Casualty (discussed above), the follow ng conpani es assunmed nearly hal f of
AFG s 2000 ceded reinsurance: Mtsui Marine and Fire Insurance Conpany, GCenera
Rei nsurance Corporation, Anerican Re-lnsurance Conpany, Swi ss Reinsurance Anerica
Corporation, Zurich Reinsurance North America, Inc., Transatlantic Reinsurance
Conpany, Enmployers Rei nsurance Corporation, NAC Rei nsurance Corporation, Hartford
Fire Insurance Company and Continental Casualty Conpany.

Prem uns witten for reinsurance ceded and assuned are presented in the
following table (in mllions):
2000 1999 1998

Rei nsurance ceded $803 $898 $788
Rei nsurance assuned - incl uding
i nvol untary pools and associ ati ons 76 48 38

Loss and Loss Adjustment Expense Reserves

The consolidated financial statenents include the estimated liability for unpaid
| osses and LAE of AFG s insurance subsidiaries. This liability represents estimates
of the ultimate net cost of all unpaid | osses and LAE and is determ ned by using
case-basis eval uations and actuarial projections. These estimtes are subject to
the effects of changes in claimamunts and frequency and are periodically reviewed
and adj usted as additional information becones known. |n accordance with industry
practices, such adjustnments are reflected in current year operations.

Future costs of clains are projected based on historical trends adjusted for
changes in underwiting standards, policy provisions, product nix and other factors.
Estimating the liability for unpaid | osses and LAE is inherently judgmental and is
i nfl uenced by factors which are subject to significant variation. Through the use
of anal ytical reserve devel opnent techni ques, nanagement nonitors itens such as the
effect of inflation on nedical, hospitalization, material, repair and repl acenent
costs, general econonmic trends and the | egal environnment. Although managemnent
bel i eves that the reserves currently established reflect a reasonable provision for
the ultimte cost of all |osses and clains, actual devel opnent may vary materially.

AFG recogni zes underwiting profit only when realization is reasonably
determ nabl e and assured. In certain specialty businesses, where experience is
l[imted or where there is potential for volatile results, AFG holds reasonabl e
"incurred but not reported" reserves and does not recognize underwiting profit
until the experience matures.

CGeneral ly, reserves for reinsurance and involuntary pools and associ ations are
reflected in AFG s results at the anmounts reported by those entities.



The foll owi ng di scussion of insurance reserves includes the reserves of Anerican
Prem er's subsidiaries for only those periods following the Mergers. See Note Nto
the Financial Statenents for an analysis of changes in AFG s estimated liability for
| osses and LAE, net and gross of reinsurance, over the past three years on a GAAP
basi s.

The followi ng table presents the devel opnent of AFG s liability for |osses and
LAE, net of reinsurance, on a GAAP basis for the last ten years, excluding reserves
of Anerican Prem er subsidiaries prior to the Mergers. The top line of the table
shows the estinated liability (in mllions) for unpaid | osses and LAE recorded at
t he bal ance sheet date for the indicated years. The second |line shows the
re-estimated liability as of Decenber 31, 2000. The remainder of the table presents
devel opnent as percentages of the estinmated liability. The devel opnent results from
additional information and experience in subsequent years. The middle |line shows a
cunul ative deficiency (redundancy) which represents the aggregate percentage
i ncrease (decrease) in the liability initially estimated. The |ower portion of the
tabl e indicates the cunul ative anpbunts paid as of successive periods as a percentage
of the original loss reserve liability. For purposes of this table, reserves of
busi nesses sold are considered paid at the date of sale. For exanple, the
percentage of the Decenber 31, 1997 reserve liability paid in 1998 incl udes
approxi nately 10 percentage points for reserves ceded in connection with the sale of
the Conmmercial |ines division

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Liability for unpaid | osses
and | oss adj ust ment expenses:
As originally estimated $2,137 $2,129 $2,123 $2,113 $2,187 $3,393 $3,404 $3,489 $3,305 $3,224 $3,192
As re-estinated at
Decenber 31, 2000 2,536 2,452 2,381 2,293 2,372 3,490 3,528 3, 589 3,184 3, 164 N A
Liability re-estimated (*):
One year later 98.6% 99.3% 99.9% 98.1% 95.9% 98.7% 100.9% 104.5% 97.8%  98.1%
Two years |ater 97.7% 98.7% 98.2% 94.1% 99.3% 98.5% 105.9% 104.6%  96.3%
Three years |ater 97.4% 98.0% 95.2% 97.4%  99.9% 103.9% 105.2% 102.9%
Four years |ater 99.2%  97.3% 100.3% 98.9% 109.4% 103.1% 103.6%
Five years later 100.0% 103.0% 102.6% 109.7% 109.0% 102.9%
Si x years later 106.3% 105.6% 113.6% 108.8% 108.5%
Seven years |ater 109.4% 116.9% 112.3% 108.5%
Ei ght years later 120.9% 115.2% 112.2%
Ni ne years later 118.8% 115.2%
Ten years |later 118. 7%
Curnul ative deficiency
(redundancy) 18. 7% 15. 2% 12. 2% 8.5% 8.5% 2.9% 3.6% 2.9% (3.7% (1.99% NA
Cunul ative paid as of:
One year later 26.1% 26.4% 26.7% 25.2% 26.8% 33.1% 33.8% 41.7% 28.3% 34.8%
Two years |ater 43.2% 43.0% 43.7% 40.6% 42.5% 51.6% 58.0% 56.6% 51.7%
Three years |ater 55.3% 55.4% 54.2% 50.9% 54.4% 67.2% 66.7% 70.8%
Four years |ater 64.8% 63.3% 60.8% 59.1% 66.3% 72.0% 77.3%
Five years later 71.1% 67.8% 67.0% 68.0% 69.8%  80.4%
Si x years later 74.5% 72.7% 74.0% 70.8%  80.0%
Seven years |ater 78.6% 78.6% 76.3%  80.6%
Ei ght years later 83. 9% 80. 5% 85. 9%
Ni ne years later 85.5% 89. 9%
Ten years |later 94.5%

(*) Reflects significant A& charges and reallocations in 1994, 1996 and 1998 for prior years' |osses. Excluding these
items, the re-estimated liability shown above woul d decrease ranging from approxi mately 17 percentage points in
1990 to 6 percentage points in 1997.

The following is a reconciliation of the net liability to the gross liability
for unpaid | osses and LAE.

1993 1994 1995 1996 1997 1998 1999 2000

As originally estinated:

Net liability shown above $2,113 $2,187 $3,393 $3,404 $3,489 $3,305 $3,224 $3,192

Add rei nsurance recoverabl es 611 730 704 720 736 1, 468 1,571 1,324

Goss liability $2, 724 $2,917 $4,097 $4,124 $4,225 $4,773 $4,795 $4,516
As re-estinmated at
Decenber 31, 2000:

Net liability shown above $2,293 $2,372 $3,490 $3,528 $3,589 $3,184 $3, 164

Add rei nsurance recoverabl es 711 656 913 946 1,041 1,671 1, 656

Goss liability $3,004 $3,028 $4,403 $4,474 $4,630 $4,855 $4,820 NA

Gross cunul ative deficiency

(redundancy) 10. 3% 3.8% 7.5% 8.5% 9.6% 1.7% 0.5% NA

These tables do not present accident or policy year devel opnent data.
Furthernore, in evaluating the re-estimated liability and cunul ative deficiency
(redundancy), it should be noted that each percentage includes the effects of
changes in anpbunts for prior periods. For exanple, AFG s $214 mllion specia
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charge for A&E clainms related to | osses recorded in 1998, but incurred before 1990,
is included in the re-estinated liability and cumul ati ve deficiency (redundancy)
percentage for each of the previous years shown. Conditions and trends that have
af fected devel opnment of the liability in the past may not necessarily exist in the
future. Accordingly, it may not be appropriate to extrapolate future redundancies
or deficiencies based on this table.

The adverse devel opnent in the tables is due prinmarily to A& exposures for
whi ch AFG has been held |iable under general liability policies witten years ago
where environnental coverage was not intended. Qher factors affecting devel opnent
i ncl uded higher than projected inflation on nedical, hospitalization, naterial
repair and replacenent costs. Additionally, changes in the |egal environnent have
i nfl uenced the devel opnent patterns over the past ten years. For exanple, changes
in the California workers' conpensation law in 1993 and subsequent court deci sions,
primarily in late 1996, greatly limted the ability of insurers to challenge nedica
assessments and treatnents. These limtations, together with changes in work force
characteristics and nedical delivery costs, are contributing to an increase in
clains severity.

The differences between the liability for | osses and LAE reported in the annua
statenments filed with the state insurance departnents in accordance with statutory
accounting principles ("SAP') and that reported in the acconpanyi ng consoli dated
financial statenments in accordance with GAAP at Decenber 31, 2000 are as follows (in
mllions):

Liability reported on a SAP basis, net of $267 mllion

of retroactive reinsurance $3,178
Addi ti onal discounting of GAAP reserves in excess

of the statutory limtation for SAP reserves (10)

Reserves of foreign operations 4

Rei nsurance recoverabl es, net of allowance 1,324

Recl assification of allowance for uncollectible
rei nsurance 20
Liability reported on a GAAP basis $4,516

Asbestos and Environmental Reserves ("A&E"™) 1 n defining environmental exposures, the
i nsurance industry typically includes clains relating to polluted waste sites and
asbestos as well as other mmss tort claims such as those relating to breast
i mpl ants, repetitive stress on keyboards, DES (a drug used in pregnanci es years ago
al l eged to cause cancer and birth defects) and other latent injuries.

Establ i shing reserves for A& clains is subject to uncertainties that are
greater than those presented by other types of clains. Factors contributing to
t hose uncertainties include a | ack of sufficiently detailed historical data, |ong
reporting delays, uncertainty as to the nunber and identity of insureds with
potential exposure, unresolved | egal issues regarding policy coverage, and the
extent and timng of any such contractual liability. Courts have reached different
and sonetines inconsistent conclusions as to when a |loss is deened to have occurred,
what policies provide coverage, what clainms are covered, whether there is an insured
obligation to defend, how policy Iimts are deterni ned and other policy provisions.
Management believes these issues are not likely to be resolved in the near future.

As part of the continuing process of nonitoring appropriate reserve needs and
prompted by the retention of certain A&E exposures under the agreement covering the
sale of its Conmercial |ines division, AFG began a thorough study of its A&E
exposures in 1998. AFG s study was revi ewed by independent actuaries who used state
of the art actuarial techniques that have wi de acceptance in the industry. AFG
recorded a charge of $214 million in 1998 to increase AGE reserves to its best
estimate of the ultimate liability.

The survival ratio, which is an industry nmeasure of A&E claimreserves, is
derived by dividing reserves for A& exposures by annual paid | osses. At Decenber
31, 2000, AFG s three year survival ratio (after adjusting for the sale of
Stonewal |) is approximately 10 tines paid | osses. In Cctober 2000, A.M Best
reported its estimate that the property and casualty insurance industry's three year
survival ratio was approximately 7.8 times paid | osses at Decenmber 31, 1999.
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The following table (in mllions) is a progression of A& reserves. The
i ncrease in paynents beginning in 1999 reflects an acceleration of the settlenent
process; individual clains were generally paid at projected |evels previously
recorded as reserve liabilities. During the review of AR exposures in 1998,
$13.8 million in reserves recorded prior to 1998 and not identified as AG&E were
determ ned to be A& reserves. |n addition, the allowance for uncollectible
rei nsurance applicable to ceded AGE reserves was not reflected in these reserves
prior to 1998.

2000 1999 1998
Reserves at begi nning of year $576. 7 $625. 4 $347.9
Incurred | osses and LAE (a) (1.9) .1 247.5
Pai d | osses and LAE (48.7) (48. 8) (26.1)
Reserves transferred with sale of:
St onewal | (168. 4) - -
Commercial lines - - (11. 4)
Reserves not classified as A& prior to 1998:
Reserves - - 13.8
Al l owance for uncollectible reinsurance
applicable to ceded A&E reserves - - 53.7
Reserves at end of year, net of
rei nsurance recoverabl e 357. 7 576.7 625. 4
Rei nsurance recoverabl e, net of
al | owance 105.7 219.8 240.7
G oss reserves at end of year $463. 4 $796.5 $866. 1

(a) Includes a special charge of $214 million in 1998.

Annuity and Life Operations

General

AFG s annuity and |life operations are conducted through Great Anerican Fi nancia
Resources, Inc. ("GAFRI", formerly known as Anerican Annuity Goup, Inc.), a holding
conpany which markets retirenent products, prinarily fixed and variable annuiti es,
and various forns of |life and supplenmental health insurance through the follow ng
maj or entities which were acquired in the years shown. GAFRI and its subsidiaries
enpl oy approxi mately 1,900 persons.

Great Anerican Life Insurance Conmpany ("GALIC') - 1992(*)

Annuity Investors Life Insurance Conpany ("AILIC') - 1994

Loyal Anerican Life Insurance Conpany ("Loyal") - 1995

Great Anerican Life Assurance Conpany of Puerto Rico ("GAPR') - 1997
United Teacher Associates |nsurance Conmpany ("UTA") - 1999

(*) Acquired from Great Anerican |Insurance

Acqui sitions in recent years have supplenmented GAFRI's internal growh as the
assets of the holding company and its operating subsidiaries have increased from
$4.5 billion at the end of 1992 to nearly $8 billion at the end of 2000. Prem uns
over the last three years were as follows (in nmillions):

| nsurance Product (*) 2000 1999 1998
Annui ti es $ 747 $588 $521
Li fe, accident and heal th 261 126 104

$1, 008 714 625

(*) Table does not include prem unms of subsidiaries or divisions until their
first full year followi ng acquisition or formation. All periods exclude
prem uns of subsidiaries sold.
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In 1999, GAFRI acquired United Teacher Associ ates, Consolidated Financial
Corporation and Great Anmerican Life Insurance Conpany of New York. UTA provides
retired and active teachers with suppl enental health products and retirenent
annuities, and purchases bl ocks of insurance policies fromother insurance
conpani es. Consolidated Financial is an insurance agency that has been one of the
top 10 sellers of GAFRI's annuity products. Geat American Life |Insurance Conpany
of New York was purchased to facilitate GAFRI's entry into the New York State
mar ket .

In 1998, GAFRI sold its Funeral Services division.
Annuities

GAFRI's principal retirement products are Flexible Premi umDeferred Annuities
("FPDAs") and Single Prem um Deferred Annuities ("SPDAs"). Annuities are long-term
retirement saving instruments that benefit fromincone accruing on a tax-deferred
basis. The issuer of the annuity collects prem uns, credits interest or earnings on
the policy and pays out a benefit upon death, surrender or annuitization. FPDAs are
characterized by prem um paynents that are flexible in both ambunt and timng as
determ ned by the policyholder. SPDAs are issued in exchange for a one-tinme | unp-
sum premn um paynent .

The following table (in mllions) presents conbined financial information of
GAFRI's principal annuity operations.

2000 1999 1998
GAAP Basi s
Total Assets $7, 052 $6, 657 $6, 549
Fi xed Annuity Reserves 5, 365 5, 349 5, 396
Vari abl e Annuity Reserves 534 354 120
St ockhol der's Equity 915 801 862
Statutory Basis
Total Assets $6, 620 $6, 493 $6, 159
Fi xed Annuity Reserves 5,536 5,564 5,538
Vari abl e Annuity Reserves 534 354 120
Capital and Surplus 362 404 350
Asset Val uati on Reserve (a) 77 67 63
I nt erest Mai ntenance Reserve (a) 3 10 21
Annui ty Receipts:
Fl exi bl e Prem um
First Year $ 62 $ 55 $ 45
Renewal 152 145 149
214 200 194
Singl e Prem um 513 388 327
Total Annuity Receipts $ 727 $ 588 $ 521

(a) Allocation of surplus.

Sal es of annuities are affected by many factors, including: (i) conpetitive
annuity products and rates; (ii) the general level of interest rates; (iii) the
favorabl e tax treatnent of annuities; (iv) comm ssions paid to agents; (v) services
of fered; (vi) ratings fromindependent insurance rating agencies; (vii) other
alternative investments and (viii) general economic conditions. |In addition, sales
of variable and equity-indexed annuities are affected by the perfornance of the U S
and gl obal equity markets. At Decenber 31, 2000, GAFRI had over 285,000 annuity
policies in force.

Annuity contracts are generally classified as either fixed rate (including
equi ty-indexed) or variable. The follow ng table presents preniuns by
classification:

Prem uns 2000 1999 1998
Traditional fixed 50% 55% 72%
Vari abl e 43 35 17
Equi ty-i ndexed 7 _10 11
100% 100% 100%
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Wth a traditional fixed rate annuity, the interest crediting rate is initially
set by the issuer and thereafter may be changed fromtinme to tinme by the issuer
subj ect to any guaranteed mninuminterest crediting rates or any guaranteed termin
t he poli cy.

GAFRI seeks to naintain a desired spread between the yield on its investnent
portfolio and the rate it credits to its fixed rate annuities. GAFR acconplishes
this by: (i) offering crediting rates which it has the option to change;

(ii) designing annuity products that encourage persistency and (iii) maintaining an
appropriate natching of assets and liabilities. GAFRI designs its products with
certain provisions to encourage policyholders to maintain their funds with GAFRI for
at least five to ten years. Partly due to these features, annuity surrenders have
averaged just over 10% of statutory reserves over the past five years.

Al of GAFRI's traditional fixed rate annuities offer a mininuminterest rate
guarantee of 3%or 4% the majority permt GAFRI to change the crediting rate at any
time (subject to the mnimum guaranteed interest rates). In deternining the
frequency and extent of changes in the crediting rate, GAFRI takes into account the
econom ¢ environnment and the relative conpetitive position of its products.

In addition to traditional fixed rate annuities, GAFRl offers variable and
equi ty-indexed annuities. Industry sales of variable annuities have increased
substantially over the last ten years as investors have sought to obtain the returns
available in the equity markets while enjoying the tax-deferred status of annuities.
Wth a variable annuity, the earnings credited to the policy vary based on the
i nvestment results of the underlying investment options chosen by the policyhol der
Prem uns directed to the variable options in policies issued by GAFRI are invested
in funds maintained in separate accounts managed by various independent investnent
managers. GAFRI earns a fee on anpunts deposited into variable accounts.
Pol i cyhol ders may al so choose to direct all or a portion of their premunms to
various fixed rate options, in which case GAFRI earns a spread on ampunts deposited.

An equity-indexed fixed annuity provides policyholders with a crediting rate
tied, in part, to the performance of an existing stock market index while protecting
t hem agai nst the rel ated downside risk through a guarantee of principal. GAFR
purchases call options designed to offset substantially all of the increase in the
liabilities associated with equity-indexed annuities.

Approxi mately one-fourth of GAFRI's retirenent annuity prenm uns cane from
California in 1997 through 2000. No other state accounted for nore than 10% of
prem uns.

GAFRI's FPDAs are sold primarily to enpl oyees of not-for-profit and conmercia
organi zations who are eligible to save for retirenent through contributions nade on
a before-tax or after-tax basis. Contributions are made at the discretion of the
partici pants through payroll deductions or through tax-free "rollovers" of funds
fromother qualified investnents. Federal inconme taxes are not payabl e on pretax
contributions or earnings until anobunts are w t hdrawn.

Over the past several years, GAFRI's source of new flexible annuity prem uns has
shifted to variable annuities. In 2000, variable annuities represented over 65% of
all first year qualified flexible premunms witten by GAFRI conpared to just 3%in
1996. Concurrent with this shift in new sales, GAFRI's renewal prem uns on fixed
rate flexible prem um policies have declined steadily over the past 5 years, as
pol i cyhol ders opted for equity-based investnents.

Sal es of GAFRI's single premiumannuities have increased over the past severa

years, driven primarily by increased variable annuity sales. |In addition to
vari abl e annuities, GAFRI has devel oped new fixed rate products with nulti-year
guarantee periods and certain features designed to assist the elderly. In 2000,

sal es of single premumannuities represented 70% of total prem unms sold conpared to
60% in 1996. Variable annuity sales represented al nost half of the total single
prem umin 2000 conpared to 1% in 1996.
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GAFRI distributes its variable annuity products through nore than 750 actively
produci ng regi stered representatives representing approxi mately 200 broker/deal ers.
A substantial portion (over one-third in 2000) of GAFRI's variable annuity sales are
made t hrough a whol | y-owned subsidiary, Great Anmerican Advisors, Inc. ("GAA"). GAA
is a broker/dealer licensed in all 50 states to sell stocks, bonds, options, nutua
funds and variabl e insurance contracts through i ndependent representatives and
financial institutions. GAA also acts as the principal underwiter and distributor
for GAFRI's variable annuity products.

GAFRI distributes its fixed rate and equity-indexed products primarily through a
networ k of 120 nanagi ng general agents (MGA's) who, in turn, direct nore than 1,200
actively producing i ndependent agents. |In addition, GAFRI offers all of its annuity
product lines through financial institutions. Sales of annuities through financia
institutions represented over 7% of total annuity prem unms in 2000.

Life, Accident and Health Products

GAFRI offers a variety of life, accident and health products through GALIC s
life operations, Loyal, GAPR and UTA. This group produced over $280 million of
statutory premuns in 2000. It also had in excess of 500,000 policies and
$13 billion face amount of life insurance in force.

In Decenmber 1997, GALIC began offering traditional term universal and whol e
life insurance products through national marketing organizations.

Loyal offers a variety of life and supplenental health insurance products
t hrough payrol | deduction plans and credit unions. The principal products sold by
Loyal include cancer, accidental injury, short-termdisability, hospital indemity,
universal life and traditional whole life. Loyal's nmarketing strategy enphasizes
third party sponsorship, including enmployers and credit unions, to gain access to
the ultimate customer utilizing independent agents.

GAPR sells in-honme service life and suppl emental health products through a
networ k of conpany-enpl oyed agents. Odinary life, cancer, credit and group life
products are sold through i ndependent agents.

In Cctober 1999, GAFRI acquired UTA, a provider of supplemental health products
and annuities to retired and active teachers. UTA s principal product offerings are
annuities and coverage for Medicare suppl ement, cancer and | ong-term care.

In ate 1999, GAFRI began offering | ong-term care products.

Sale of Funeral Services Division

In 1998, GAFRI sold its Funeral Services division for approximately $165 mllion
in cash. The Funeral Services division provided |ife insurance and annuities to
fund pre-arranged funerals, as well as adm nistrative services for pre-arranged
funeral trusts.

Independent Ratings

GAFRI's principal insurance subsidiaries are rated by Standard & Poor's, A M
Best and Fitch. |In addition, GALIC is rated A3 (good financial security) by
Moody's. Such ratings are generally based on itens of concern to policyhol ders and
agents and are not directed toward the protection of investors.

St andard

& Poor's A. M Best Fitch
GALI C A+ (Strong) A (Excellent) AA-  (Very high)
Al LIC A+ (Strong) A (Excellent) AA-  (Very high)
Loyal A+ (Strong) A (Excellent) AA-  (Very high)
GAPR Not rated A (Excellent) Not rated
UTA Not rated A- (Excellent) Not rated
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GAFRI believes that the ratings assigned by independent insurance rating
agenci es are inportant because potential policyholders often use a conpany's rating
as an initial screening device in considering annuity products. GAFRI believes that
arating in the "A" category by at |east one rating agency is necessary to
successfully market tax-deferred annuities to public education enpl oyees and ot her
not-for-profit groups.

Al t hough GAFRI believes that its insurance conpanies' ratings are very stable,
t hose conpani es' operations could be materially adversely affected by a downgrade in
ratings.

Competition

GAFRI's i nsurance conpani es operate in highly conpetitive nmarkets. They conpete
with other insurers and financial institutions based on many factors, including:
(i) ratings; (ii) financial strength; (iii) reputation; (iv) service to
pol i cyhol ders and agents; (v) product design (including interest rates credited and
prem umrates charged); and (vi) comm ssions. Since policies are marketed and
distributed prinmarily through i ndependent agents (except at GAPR), the insurance
conpani es nust al so conpete for agents.

No single insurer dom nates the markets in which GAFRI's insurance conpanies
conpete. Conpetitors include (i) individual insurers and insurance groups,
(ii) nutual funds and (iii) other financial institutions. |In a broader sense,
GAFRI's i nsurance conpani es conpete for retirenent savings with a variety of
financial institutions offering a full range of financial services. Financia
institutions have denpnstrated a growing interest in marketing investnent and
savi ngs products other than traditional deposit accounts.

Other Companies

Through subsidiaries, AFGis engaged in a variety of other businesses, including
The Golf Center at Kings Island (golf and tennis facility) in the Geater Ci ncinnat
area; commercial real estate operations in G ncinnati (office buildings and The
Ci ncinnatian Hotel), New Orleans (Le Pavillon Hotel), Cape Cod (Chat ham Bars I|nn),
Austin (Driskill Hotel), Chesapeake Bay (Skipjack Cove Yachting Resort) and
apartments in Lafayette (Louisiana), Louisville, Pittsburgh, St. Paul and Tanpa Bay.
These operations enpl oy approximately 800 full-time enpl oyees.

Investment Portfolio

General

A sunmmary of AFG s Decenber 31, 2000, investnent portfolio by business segnment
follows (excluding investnent in equity securities of investee corporations) (in
mllions).

Carryi ng and Market Val ue

P&C  Annuity Q her Tot al

Cash and short-terminvestnents $ 336 $ 88 $15 $ 439

Fi xed maturities 4,082 6, 080 3 10, 165

O her stocks, options and

warrant s 316 68 1 385
Pol i cy | oans - 213 - 213 (a)
Real estate and other investnents 113 147 14 274 (a)

$4, 847 $6, 596 $33  $11,476

(a) Policy loans and real estate and other investnents are carried at cost. Market
val ues are not readily avail abl e.
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The followi ng tables present the percentage distribution and yields of AFG s
i nvestment portfolio (excluding investment in equity securities of investee
corporations) as reflected in its financial statenments.

2000 1999 1998 1997 1996

Cash and Short-term | nvestnments 3. 8% 3.5% 2. 6% 2. 1% 3. 9%
Fi xed Maturities:
U.S. Governnent and Agencies 4.7 4.9 4.4 5.0 4.1
State and Muni ci pal 3.6 2.7 1.2 1.3 1.0
Public Utilities 5.5 5.1 6.0 6.8 8.2
Mort gage- Backed Securities 22.7 22.0 20. 8 21. 4 22.2
Cor porate and O her 51.4 55.3 53.0 52.3 51.5
Redeemabl e Preferred Stocks .5 . 6 .5 . 6 .5
88.4 90. 6 85.9 87.4 87.5
Net Unrealized Gains (Losses) on
fixed maturities held
Avai l able for Sal e .1 (2.1) 3.5 2.5 1.1
88.5 88.5 89.4 89.9 88.6
O her Stocks, Options and Warrants 3.4 3.7 3.7 3.7 2.8
Pol i cy Loans 1.9 1.9 1.9 2.0 2.1
Real Estate and Qther |nvestnents 2.4 2.4 2.4 2.3 2.6
100. 0% 100.0% 100.0% 100.0% 100.0%
Yield on Fixed Income Securities:
Excl udi ng realized gains and | osses 7. 7% 7. 7% 7.8% 7.8% 7.9%
I ncluding realized gains and | osses 7. 4% 7.6% 8. 0% 7.9% 7. 7%
Yi el d on Stocks:
Excl udi ng realized gains and | osses 5.0% 5.9% 5. 4% 5.6% 5.8%
I ncluding realized gains and | osses 3.9% 20.7% (5.3% 30.2% 15.1%
Yield on Investnents (*):
Excl udi ng realized gains and | osses 7.6% 7. 7% 7.8% 7.8% 7.8%
I ncluding realized gains and | osses 7.4% 7.9% 7.8% 8. 2% 7.8%

(*) Excludes "Real Estate and O her Investnents".

Fixed Maturity Investments

Unl i ke many insurance groups which have portfolios that are invested heavily in
t ax- exenpt bonds, AFG s bond portfolio is invested primarily in taxable bonds. The
NAI C assigns quality ratings which range fromdass 1 (highest quality) to Class 6
(Il owest quality). The follow ng table shows AFG s bonds and redeemabl e preferred
stocks, by NAIC designation (and conparabl e Standard & Poor's Corporation rating) as
of Decenber 31, 2000 (dollars in nmillions).

NAI C Anorti zed Mar ket Val ue
Rat i ng Conpar abl e S&P Rati ng Cost Amount %
1 AAA, AA, A $ 7,200 $ 7,312 72%
2 BBB 2,087 2,071 20
Total investment grade 9, 287 9, 383 92
3 BB 380 365 4
4 B 370 327 3
5 CCC, CC, C 100 76 1
6 D 11 14 *
Tot al noni nvest ment grade 861 782 8
Tot al $10, 148 $10, 165 100%

(*) Less than 1%

Ri sks i nherent in connection with fixed i ncone securities include |oss upon
default and narket price volatility. Factors which can affect the narket price of
securities include: creditworthiness, changes in interest rates, the nunber of
mar ket makers and investors and defaults by najor issuers of securities.
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AFG s primary investnment objective for fixed naturities is to earn interest and
di vidend incone rather than to realize capital gains. AFG invests in bonds and
redeenabl e preferred stocks that have primarily short-termand internmedi ate-term
maturities. This practice allows flexibility in reacting to fluctuations of
interest rates.

Equity Investments

AFG s equity investnent practice permts concentration of attention on a
relatively linited nunber of conpanies. Some of the equity investnments, because of
their size, may not be as readily marketable as the typical snmall investnent
position. Alternatively, a large equity position may be attractive to persons
seeking to control or influence the policies of a conpany and AFG s concentration in
arelatively small nunber of companies may pernit it to identify investments with
above average potential to increase in value.

Chiquita At Decenber 31, 2000, AFG owned 24 nillion shares of Chiquita common
stock representing 36% of its outstanding shares. The carrying value and narket
value of AFG s investnent in Chiquita was $24 million at Decenmber 31, 2000.
Chiquita is a leading international marketer, producer and distributor of quality
fresh fruits and vegetabl es and processed foods. In addition to bananas, these
products include a wide variety of other fresh fruits and vegetables; fruit and
veget abl e jui ces and beverages; processed bananas and other processed fruits and
veget abl es; private-label and branded canned vegetabl es; fresh cut and ready-to-eat
sal ads; and edi bl e oil-based consumer products.

In January 2001, Chiquita announced an initiative to restructure its highly
| everaged bal ance sheet and di scontinued naking all interest and principal paynents
on its public debt. |If successful, the restructuring would result in the conversion
of a significant portion of Chiquita's $862 mllion of public debt into comon
equity. Although the intended restructuring would not inpact day-to-day operations,
it would adversely affect the holders of Chiquita's stock, including AFG
Accordingly, AFG wote down its investnent in Chiquita to quoted market val ue of
$1.00 per share at Decenber 31, 2000.

Other Stocks AFG s $272 million investment in Provident Financial Goup, Inc., a
Ci nci nnati - based comerci al banking and financial services conmpany, conprised
approximately three-fourths of the equity investments included in "Qther stocks" in
AFG s Bal ance Sheet at Decenber 31, 2000.

Foreign Operations

AFG sells life and suppl enental health products in Puerto Rico and property and
casual ty products in Canada, Mexico, Europe and Asia. |In addition, GAFRI has an
office in India where enpl oyees perform conputer progranm ng and certain back office
functions. Less than 3% of AFG s revenues and costs and expenses are derived from
forei gn sources.

Regulation

AFG s insurance conpany subsidiaries are subject to regulation in the
jurisdictions where they do business. 1In general, the insurance | aws of the various
states establish regulatory agencies with broad adm nistrative powers governi ng, anong
ot her things, premumrates, solvency standards, |icensing of insurers, agents and

brokers, trade practices, fornms of policies, mmintenance of specified reserves and
capital for the protection of policyhol ders, deposits of securities for the benefit of
pol i cyhol ders, investnent activities and rel ationshi ps between insurance subsidiaries
and their parents and affiliates. Material transactions between insurance
subsidiaries and their parents and affiliates generally nmust be disclosed and prior
approval of the applicable insurance regulatory authorities generally is required for
any such transaction which may be deened to be material or extraordinary. In
addition, while differing fromstate to state, these regulations typically restrict

t he maxi mum armount of dividends that may be paid by an insurer to its shareholders in
any twel ve-nmonth period wi thout advance regul atory approval. Such Iimtations are
general |y based on net earnings or statutory surplus. Under applicable restrictions,
t he maxi mum anount of dividends available to AFG in 2001 fromits insurance

subsi diaries without seeking regulatory clearance is approximately $160 mllion
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Changes in state insurance |aws and regul ati ons have the potential to materially
af fect the revenues and expenses of the insurance operations. For exanple, between
July 1993 and January 1995, the California Conmm ssioner ordered reductions in
wor kers' conpensation insurance premumrates totaling nore than 30% and subsequently
repl aced the workers' conpensation insurance mininumrate |law with an "open rating"
policy. The Conpany is unable to predict whether or when other state insurance | aws
or regul ations may be adopted or enacted or what the inpact of such devel opnents
woul d be on the future operations and revenues of its insurance businesses.

Most states have created i nsurance guaranty associations to provide for the
paynment of clains of insurance conpani es that becone insolvent. Annual assessnents
for AFG s insurance conpani es have not been material. In addition, many states have
created "assigned risk" plans or simlar arrangenents to provide state mandated
m ni mum | evel s of autonobile liability coverage to drivers whose driving records or
ot her rel evant characteristics nake it difficult for themto obtain insurance
otherwi se. Autonobile insurers in those states are required to provide such
coverage to a proportionate nunber of those drivers applying as assigned risks.
Premiumrates for assigned risk business are established by the regulators of the
particular state plan and are frequently inadequate in relation to the risks
insured, resulting in underwiting |losses. Assigned risks accounted for |ess than
one percent of AFG s net witten premuns in 2000.

The NAIC is an organi zation which is conprised of the chief insurance regul ator
for each of the 50 states and the District of Colunmbia. The NAIC nodel |aw for Risk
Based Capital applies to both |life and property and casualty conpanies. The risk-
based capital formulas determ ne the ambunt of capital that an insurance conpany
needs to ensure that it has an acceptably | ow expectation of becomi ng financially
i npaired. The nodel | aw provides for increasing levels of regulatory intervention
as the ratio of an insurer's total adjusted capital and surplus decreases relative
to its risk-based capital, culmnating with mandatory control of the operations of
the insurer by the domciliary insurance department at the so-called "nmandatory
control level". At Decenmber 31, 2000, the capital ratios of all AFG insurance
conpani es substantially exceeded the risk-based capital requirenents.

Legi sl ation adopted in 1999 substantially elimnated restrictions on affiliations
anong i nsurance conpani es, banks and securities firns. It is too early to predict what
impact this legislation will have in the markets in which the insurance conpanies
conpete. Another portion of the 1999 | egislation obligates insurance conpani es and
ot her financial services providers to inplenent prograns to protect confidentia
custonmer information. AFG does not believe this requirenent will have a nmateria
i mpact on its operations.

ITEM 2

Properties

Subsi di ari es of AFG own several buildings in dowmtown Cincinnati. AFG and its
affiliates occupy about three-fourths of the aggregate 660,000 square feet of
conmer ci al and office space.

AFG s insurance subsidiaries |ease the majority of their office and storage
facilities in nunmerous cities throughout the United States, including Geat
American's and GAFRI's honme offices in Cncinnati. A GAFRl subsidiary owns a 40, 000
square foot office building in Austin, Texas, npst of which is used by the conpany
for its operations.

AFG subsi di aries own transferable rights to devel op approximately 1.4 million
square foot of floor space in the Grand Central Terminal area in New York City. The
devel opnent rights were derived from ownership of the | and upon which the term na
i s constructed.
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ITEM 3

Legal Proceedings

Pl ease refer to "Forward-Looking Statenents" following the Index in front of this Form 10-K

AFG and its subsidiaries are involved in various litigation, nmost of which arose
in the ordinary course of business, including litigation alleging bad faith in
dealing with policyholders and chall engi ng certain business practices of insurance
subsi diaries. Except for the foll owi ng, managerment believes that none of the
litigation nmeets the threshold for disclosure under this Item

Ref erence is nade to "Legal Proceedings" in AFG s 1999 Form 10-K and
Sept ember 30, 2000 Form 10-Q whi ch describe litigation against Anerican Prenier by
t he USX Corporation. All available appeals in the USX litigation have been
exhausted and the cases have been dismissed in favor of American Premnier

American Premier is a party or named as a potentially responsible party in a
nunber of proceedi ngs and claims by regul atory agencies and private parties under
various environmental protection |aws, including the Conprehensive Environnent al
Response, Conpensation and Liability Act ("CERCLA"), seeking to inpose
responsibility on American Prem er for hazardous waste renediation costs at certain
railroad sites fornerly owned by Penn Central Transportation Company ("PCTC') and at
certain other sites where hazardous waste all egedly generated by PCTC s railroad
operations is present. It is difficult to estimate Amrerican Premier's liability for
renmedi ati on costs at these sites for a nunber of reasons, including the nunber and
financial resources of other potentially responsible parties involved at a given
site, the varying availability of evidence by which to allocate responsibility anmong
such parties, the wide range of costs for possible renediation alternatives,
changi ng technol ogy and the period of time over which these matters devel op
Nevert hel ess, Anerican Prenier believes that its previously established |oss
accruals for potential pre-reorganization environnental liabilities at such sites
are adequate to cover the probable ambunt of such liabilities, based on American
Premer's estimates of renediation costs and rel ated expenses at such sites and its
estimates of the portions of such costs that will be borne by other parties. Such
estimates are based on information currently available to Anerican Premnmier and are
subj ect to future change as additional information becomes available. Anerican
Premi er intends to seek reinbursement fromcertain insurers for portions of whatever
remedi ati on costs it incurs.

In terms of potential liability to Arerican Prem er, the conmpany believes that
the nost significant such site is the railyard at Paoli, Pennsylvania ("Paoli Yard")
whi ch PCTC transferred to Consolidated Rail Corporation ("Conrail") in 1976. A
Record of Decision issued by the U S. Environmental Protection Agency in 1992
presented a final selected remedial action for clean-up of polychlorinated biphenyls
("PCB' s") at Paoli Yard having an estimated cost of approximately $28 mllion
American Premer has accrued its portion of such estinmated clean-up costs in its
financial statements (in addition to other expenses) but has not accrued the entire
amount because it believes it is probable that other parties, including Conrail
wi Il be responsible for substantial percentages of the clean-up costs by virtue of
their operation of electrified railroad cars at Paoli Yard that discharged PCB s at
hi gher | evels than di scharged by cars operated by PCTC.

Great Anerican Life Insurance Conpany ("GALIC') was naned a defendant in
purported class action |awsuits (Wodward v. Great Anerican Life Insurance Conpany,
Ham | ton County Court of Common Pl eas, Case No. A9900587, filed February 2, 1999 and
Marshak v. Great Anerican Life Insurance Conmpany, Harris County, Texas filed June
18, 1999). Both cases asserted various clains related to GALIC s interest crediting
practices on its fixed rate annuities as well as the annuitization feature on such
policies. These cases were settled in exchange for a settlenment package which
provi ded benefits of $22 nmillion to the class nmenbers. The settlenent was approved
by the trial court in Novenber 2000. The estimated costs of this settlenment were
i ncluded in the year 2000 results.
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In March 2000, a jury in Dallas, Texas, returned a verdict against GALIC with
total damages of $11.2 mllion. The case (Martin v. Geat American Life Insurance
Conpany, 191%' District Court of Dallas County, Texas, Case No. 96-04843) was
brought by two forner agents of GALIC who all eged that GALI C had engaged in
fraudul ent conduct in connection with the term nation of the agency relationship
GALI C believes that the verdict was contrary to both the facts and the | aw and
expects to prevail on appeal

UTA was naned a defendant in a purported class action lawsuit. (Peggy Berry, et

al. v. United Teacher Associ ates |nsurance Conpany, Travis County District Court,
Case No. GN100461, filed February 11, 2001). The conplaint seeks unspecified
danmages based on the all eged m sl eading disclosure of UTA's interest crediting
practices on its fixed rate annuities. GAFR believes that UTA has neritorious
defenses but it is not possible to predict the ultinmate outcone.

In managenent's opi nion, the outcone of the foregoing clains and contingencies
will not, individually or in the aggregate, have a naterial adverse effect on the
financial condition of AFG In naking this assessnment, nanagenent has taken into
account previously established | oss accruals in its financial statenents and
probabl e recoveries fromthird parties.

PART Il
ITEM 5

Market for Registrant's Common Equity and Related Stockholder Matters

Pl ease refer to "Forward-Looking Statenments"” following the Index in front of this Form 10-K

AFG Conmmon Stock has been |isted and traded on the New York Stock Exchange under
the synbol AFG  The information presented in the table bel ow represents the high
and | ow sal es prices per share reported on the NYSE Conposite Tape.

2000 1999
Hi gh Low Hi gh Low
First Quarter $29 $18 3/8 $43 5/ 8 $34 1/16
Second Quarter 29 24 3/8 37 3/8 33
Third Quarter 26 5/8 23 1/8 35 7/ 16 26 9/ 16
Fourth Quarter 27 3/ 16 18 11/16 30 1/4 24 1/ 2

There were approxi mately 14,200 sharehol ders of record of AFG Conmon Stock at
March 1, 2001. 1In 2000 and 1999, AFG declared and paid quarterly dividends of $.25
per share. The ability of AFG to pay dividends will be dependent upon, anbng other
things, the availability of dividends and paynents under interconpany tax allocation
agreenments fromits insurance company subsidiari es.
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ITEM 6

Selected Financial Data

The following table sets forth certain data for the periods indicated (dollars

in mllions, except per share data).

2000 1999 1998 1997 1996
Ear ni ngs Statenent Data:
Total Revenues $3, 817 $3, 360 $4, 082 $4, 026 $4, 132
Oper ating Earni ngs Before | ncone Taxes 110 302 274 380 418
Earni ngs (Loss) Before Extraordinary |tens
and Accounting Changes (47) 147 125 199 262
Extraordi nary Itemnms - (2) (1) (7) (29)
Cunul ative Effect of Accounting Changes (9) (4) - - -
Net Earni ngs (Loss) (56) 141 124 192 233
Basi ¢ Earnings (Loss) Per Common Share (a):
Ear ni ngs (Loss) Before Extraordinary Itens and
Account i ng Changes ($.80) $2. 46 $2. 04 $ .77 $4. 31
Net Earni ngs (Loss) Available to Commbn Shares (.95) 2.37 2.03 .65 3.84
Di | uted Earnings (Loss) Per Common Share (a):
Ear ni ngs (Loss) Before Extraordinary |tens
and Accounting Changes ($.80) $2. 44 $2.01 $ .76 $4. 26
Net Earni ngs (Loss) Available to Commbn Shares (.95) 2.35 2.00 .64 3.79
Cash Dividends Paid Per Share of
Common St ock $1. 00 $1. 00 $1. 00 $1. 00 $1. 00
Rati o of Earnings to Fixed Charges (b) 1. 63 3. 36 3.22 3.98 4.22
Bal ance Sheet Dat a:
Total Assets $16,416  $16,054  $15,845  $15,755  $15,051
Long-term Debt :
Hol di ng Conpani es 585 493 415 387 340
Subsi di ari es 195 240 177 194 178
Mnority Interest 508 489 522 513 494
Shar ehol ders' Equity 1, 549 1, 340 1,716 1, 663 1, 554

(a) Per share results for 1997 are cal cul ated after deducting a prem um over stated

val ue on redenption of a subsidiary's preferred stock of $153.3 mil

lion.

(b) Fixed charges are conputed on a "total enterprise" basis. For purposes of
calculating the ratios, "earnings" have been conputed by adding to pretax

earnings the fixed charges and the mnority interest in earnings of

subsi di aries having fixed charges and the undistributed equity in | osses of
i nvestees. Fixed charges include interest (excluding interest on annuity

benefits), anortization of debt prem um di scount and expense, preferred
di vidend and distribution requirenents of subsidiaries and a portion of

expense deermed to be representative of the interest factor
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ITEM 7

Management's Discussion and Analysis
of Financial Condition and Results of Operations

Pl ease refer to "Forward-Looking Statenents" following the Index in front of this Form 10-K
GENERAL

Following is a discussion and anal ysis of the financial statenents and ot her
statistical data that nanagenent believes will enhance the understanding of AFG s
financial condition and results of operations. This discussion should be read in
conjunction with the financial statenments begi nning on page F-1

AFG was forned through the conbination of AFC and Anerican Premer in merger
transactions conpleted in April 1995 (the "Mergers").

IT Initiative In 1999, AFGinitiated an enterprise-w de study of its information
technology ("I T") resources, needs and opportunities. The initiative entails
extensive effort and costs and has led to substantial changes in the area, which
should result in significant cost savings, efficiencies and effectiveness in the
future. Wiile the costs (nost of which are being expensed) precede the expected
savi ngs, nmanagement expects benefits to greatly exceed the costs incurred, all of
whi ch have been and will be funded through avail abl e worki ng capital

LIQUIDITY AND CAPITAL RESOURCES

Ratios AFG s debt to total capital ratio (at the parent hol ding conmpany |evel) was
approxi mately 25% at Decenber 31, 2000 and 1999.

AFG s ratio of earnings to fixed charges on a total enterprise basis was 1.63
for the year ended Decenber 31, 2000 conpared to 3.36 in 1999 and 3.22 in 1998.

The National Association of |nsurance Conm ssioners' nodel |aw for risk based
capital ("RBC') applies to both life and property and casualty conmpanies. RBC
formul as deternine the anpbunt of capital that an insurance conpany needs to ensure
that it has an acceptabl e expectation of not becoming financially inpaired. At
December 31, 2000, the capital ratios of all AFG insurance conpanies substantially
exceeded the RBC requirements (the |lowest capital ratio of any AFG subsidiary was
2.1 times its authorized control |evel RBC, weighted average of all AFG subsidiaries
was 5.0 times).

Sources of Funds AFG AFC Hol di ng, AFC and Anerican Prem er, are organized as hol di ng
conpanies with alnost all of their operations being conducted by subsidiaries.

These parent corporations, however, have continuing cash needs for adm nistrative
expenses, the paynent of principal and interest on borrow ngs, sharehol der

di vi dends, and taxes. Funds to nmeet these obligations conme primarily from dividend
and tax payments fromtheir subsidiaries.

Managenent believes these parent hol di ng conpani es have sufficient resources to
neet their liquidity requirenents through operations. |f funds generated from
operations, including dividends and tax paynents from subsidiaries, are insufficient
to neet fixed charges in any period, these conpanies would be required to generate
cash through borrow ngs, sales of securities or other assets, or sinlar
transacti ons.

The parent hol di ng conmpani es have a reciprocal Master Credit Agreenent under
whi ch these conpani es nmake funds available to each other for general corporate
pur poses.

AFC has a revolving credit line with several banks under which it can borrow up
to $300 million until Decenber 31, 2002. This credit line provides anple liquidity
and can be used to obtain funds for operating subsidiaries or, if necessary, for the
parent conpanies. At Decenber 31, 2000, there was $178 mllion borrowed under the
line.
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In Decenmber 2000, AFG issued 8.3 mllion shares of Comron Stock, using the $155
mllion in net cash proceeds to nmake capital contributions to its property and
casualty operations. In April 1999, AFG issued $350 mllion principal anmunt of
7-1/ 8% seni or debentures due 2009, using the proceeds to retire outstanding hol ding
conpany public debt and borrow ngs under AFC s credit line. Al debentures issued
by the parent hol di ng conpani es and GAFRI are rated investnment grade by three
nationally recogni zed rating agencies. Under a currently effective shelf
regi stration statenent, AFG can issue up to an aggregate of approxi mately
$340 million in additional comobn stock, debt or trust securities. The shelf
registration provides AFGwith greater flexibility to access the capital narkets
fromtinme to tinme as market and other conditions permt.

Di vi dend paynments from subsi diari es have been very inportant to the liquidity
and cash flow of the individual holding conpanies during certain periods in the
past. However, the reliance on such dividend paynents has been | essened in recent
years by the combination of (i) reductions in the anbunts and cost of debt at the
hol di ng conpani es subsequent to the Mergers (and the rel ated decrease in ongoing
cash needs for interest and principal paynents), (ii) AFG s ability to obtain
financing in capital markets, as well as (iii) the sales of certain noncore
i nvestments.

For statutory accounting purposes, equity securities are generally carried at
mar ket val ue. At Decenber 31, 2000, AFG s insurance conpani es owned publicly traded
equity securities with a market value of $1.1 billion, including equity securities
of AFG affiliates (including subsidiaries) of $.7 billion. Since significant
amounts of these are concentrated in a relatively snmall number of conpanies,
decreases in the market prices could adversely affect the insurance group's capital
potentially inpacting the anount of dividends avail able or necessitating a capita
contribution. Conversely, increases in the market prices could have a favorable
i npact on the group's dividend-paying capability.

Under tax allocation agreenents with AFC, its 80% owned U. S. subsidiaries
general ly conpute tax provisions as if filing separate returns based on book taxable
i ncome computed in accordance with generally accepted accounting principles. The
resulting provision (or credit) is currently payable to (or receivable from AFC.

Uncertainties

Litigation Great Anerican's liability for unpaid | osses and | oss adj ust nent
expenses includes ampunts for various liability coverages related to environnental,
hazar dous product and other mass tort clains. At Decenber 31, 2000, Great Anerican
had recorded $463 million (before reinsurance recoverables of $106 million) for such
clains on policies witten many years ago where, in npbst cases, coverage was never
i ntended. Due to inconsistent court decisions on many coverage issues and the
difficulty in determ ning standards acceptable for cleaning up pollution sites,
significant uncertainties exist which are not likely to be resolved in the near
future.

AFG s subsidiaries are parties in a nunber of proceedings relating to forner
operations. Wile the results of all such uncertainties cannot be predicted, based
upon its know edge of the facts, circunstances and applicable | aws, managenent
bel i eves that sufficient reserves have been provided. See Note L to the financia
statenents.

Exposure to Market Risk Market risk represents the potential econonmic |oss arising
from adverse changes in the fair value of financial instrunents. AFG s exposures to
market risk relate primarily to its investment portfolio and annuity contracts which
are exposed to interest rate risk and, to a | esser extent, equity price risk. AFG s
long-termdebt is also exposed to interest rate risk.
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Fixed Maturity Portfolio The fair value of AFG s fixed maturity portfolio is directly
i npacted by changes in narket interest rates. For exanple, as a result of increased
market rates, AFG s fixed maturity portfolio declined in value by nore than six
percent in 1999. AFG s fixed maturity portfolio is conprised of substantially al
fixed rate investnents with primarily short-termand internediate-termnmaturities.
This practice allows flexibility in reacting to fluctuations of interest rates. The
portfolios of AFG s property and casualty insurance and life and annuity operations
are managed with an attenpt to achi eve an adequate risk-adjusted return while
mai ntai ning sufficient liquidity to neet policyhol der obligations. AFGs life and
annuity operations use various actuarial npdels in an attenpt to align the duration
of their invested assets to the projected cash flows of policyholder liabilities.

The followi ng table provides information about AFG s fixed maturity investnents
at Decenber 31, 2000 and 1999, that are sensitive to interest rate risk. The table
shows principal cash flows (in mllions) and rel ated wei ghted average interest rates
by expected maturity date for each of the five subsequent years and for all years
thereafter. Callable bonds and notes are included based on call date or maturity
dat e dependi ng upon whi ch date produces the npbst conservative yield. Mrtgage-
backed securities ("MBSs") and sinking fund issues are included based on maturity
year adjusted for expected payment patterns. Actual cash flows may differ from
t hose expect ed.

Decenber 31, 2000 Decenmber 31, 1999
Pri nci pal Pri nci pa

Cash Fl ows Rat e Cash Fl ows Rat e
2001 $ 494, 2 8. 46% 2000 $ 618. 2 7.83%
2002 673. 4 7.60 2001 622. 6 8. 69
2003 1, 406. 6 7.74 2002 848. 4 8.14
2004 835.6 8.01 2003 1, 267.6 7.65
2005 1,142. 1 7.46 2004 999. 2 7.73
Ther eaf t er 5,737.0 7.41 Ther eafter 5,871.0 7.50
Tot al $10, 288. 9 7.57% $10, 227.0 7.69%

Fair Val ue $10,164.6 $ 9,862.2

Equity Price Risk Equity price risk is the potential econonic |oss from adverse
changes in equity security prices. Although AFG s investnent in "Qher stocks" is
| ess than 4% of total investnents, it is concentrated in a relatively |imted nunber
of mmjor positions. Wiile this approach all ows nmanagenent to nore closely nonitor
t he conpani es and industries in which they operate, it does increase risk exposure
to adverse price declines in a nmajor position

Included in "Other stocks" at Decenber 31, 2000 were warrants (val ued at
$10.1 mllion) to purchase comopn stock of various conpanies. Under Statenent of
Fi nanci al Accounting Standards ("SFAS") No. 133, which was adopted as of Cctober 1,
2000, these warrants are generally considered derivatives and narked to narket
t hrough current earnings as realized gains and | osses. Realized gains (losses) on
sal es of securities includes $1.5 nillion in gains recognized during the fourth
quarter of 2000 to adjust the carrying value of these warrants to market val ue at
Decenber 31, 2000.

Annuity Contracts Substantially all of GAFRI's fixed rate annuity contracts perm:t
GAFRI to change crediting rates (subject to minimuminterest rate guarantees of 3%
to 4% per annun) enabling managenent to react to changes in market interest rates
and mai ntain an adequate spread. Projected paynents (in mllions) in each of the
subsequent five years and for all years thereafter on GAFRI's fixed annuity
[iabilities at Decenmber 31 were as foll ows.

Fair

First Second Third Fourth Fifth Ther eafter Tot al Val ue

2000 $700 $610 $530 $480 $470 $2, 754 $5, 544 $5, 426
1999 690 620 550 490 440 2,730 5,520 5,371
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Nearly half of GAFRI's fixed annuity liabilities at December 31, 2000, were
two-tier in nature in that policyholders can receive a higher anount if they
annuitize rather than surrender their policy, even if the surrender period has
expired. Current stated crediting rates on GAFRI's principal fixed annuity products
range from 3% on equity-indexed annuities (before any equity participation) to over
8% on certain new policies (including first year bonus anpbunts). GAFRl estinates
that its effective weighted average crediting rate over the next five years wll
approxinmate 5% This rate reflects actuarial assunptions as to (i) deaths, (ii) the
nunber of policyhol ders who annuitize and receive higher credited amunts and
(iii) the number of policyholders who surrender. Actual experience and changes in
actuarial assunptions may result in different effective crediting rates than those
above.

GAFRI's equity-indexed fixed annuities provide policyholders with a crediting
rate tied, in part, to the performance of an existing stock narket index. GAFR
attenpts to mtigate the risk in the equity-based conponent of these products
t hrough the purchase of call options on the appropriate index. GAFRI's strategy is
designed so that an increase in the liabilities due to an increase in the market
i ndex will be substantially offset by unrealized gains on the call options. Under
SFAS No. 133, both the equity-based conponent of the annuities and the rel ated cal
options are considered derivatives and marked to narket through current earnings as
annuity benefits. Annuity benefits includes a charge of $.2 mllion during the
fourth quarter of 2000 to adjust these derivatives to nmarket at Decenber 31, 2000.

Debt and Preferred Securities The fol |l owi ng tabl e shows schedul ed princi pal payments
(in mllions) on fixed-rate long-term debt of AFG and its subsidiaries and rel ated
wei ght ed average interest rates for each of the subsequent five years and for al
years thereafter.

Decenmber 31, 2000 Decenmber 31, 1999

Schedul ed Schedul ed

Pri nci pal Pri nci pal

Paynment s Rat e Paynment s Rat e

2001 $ 2.9 6. 74% 2000 $ 26.9 9. 96%
2002 4.7 6. 86 2001 *
2003 * 2002 *
2004 14. 2 8. 38 2003 *
2005 9.7 9.16 2004 14. 2 8. 38
Ther eaf t er 509. 6 7.14 Ther eafter 517. 4 7.16
Tot al $542.2 7.20% $562.5 7.32%
Fair Val ue $496. 3 $520.4
(*) Less than $2 million

At Decenber 31, 2000 and 1999, respectively, AFG and its subsidiaries had

$239 mllion and $171 million in variable-rate debt naturing primarily in 2002 and
2004. The weighted average interest rate on AFG s variable-rate debt was 7.10% at
Decenber 31, 2000 conpared to 6.82% at Decenber 31, 1999. There were $317 mllion
and $320 mllion of subsidiary trust preferred securities outstanding at

December 31, 2000 and 1999, none of which are scheduled for maturity or mandatory

redenption during the next five years; the weighted average interest rate on these
securities was 8.65% at Decenber 31, 2000 and 8. 66% at Decenmber 31, 1999.

Investments Approxi mately two-thirds of AFG s consolidated assets are invested in
mar ket abl e securities. A diverse portfolio of primarily publicly traded bonds and
notes accounts for over 95% of these securities. AFG attenpts to optim ze

i nvest ment i ncone while building the value of its portfolio, placing enphasis upon
| ong-term performance. AFG s goal is to nmaximze return on an ongoi ng basis rather
than focusing on short-term performance.

Fi xed i ncone investnent funds are generally invested in securities with short-
termand internediate-termnaturities with an objective of optimzing total return
while allowing flexibility to react to changes in narket conditions. At
December 31, 2000, the average |life of AFG s fixed maturiti es was about 6 years.

26



Approxi mately 92% of the fixed maturities held by AFG were rated "invest nment
grade" (credit rating of AAA to BBB) by nationally recognized rating agenci es at
Decermber 31, 2000. Investnent grade securities generally bear |ower yields and
| ower degrees of risk than those that are unrated or noni nvestnent grade.
Managenent believes that the high quality investnent portfolio should generate a
stabl e and predictable investrment return

Investments in MBSs represented approxi mately one-fourth of AFG s fixed
maturities at Decenber 31, 2000. AFGinvests prinmarily in MBSs which have a reduced
risk of prepaynent. 1In addition, the majority of MBSs held by AFG were purchased at
a discount. Managenent believes that the structure and discounted nature of the
MBSs will mitigate the effect of prepaynents on earnings over the anticipated life
of the MBS portfolio. Over 90% of AFG s MBSs are rated "AAA" with substantially al
bei ng of investnent grade quality. The nmarket in which these securities trade is
highly liquid. Aside frominterest rate risk, AFG does not believe a material risk
(relative to earnings or liquidity) is inherent in holding such investnents.

I ndi vi dual portfolio securities are sold creating gains or |osses as narket
opportunities exist. Pretax capital gains (losses) recognized upon disposition of
securities, including investees, during the past five years have been: 2000 -

($27 million); 1999 - $20 million; 1998 - $16 million; 1997 - $57 mllion and 1996 -
$166 million. At Decenber 31, 2000, AFG had a net unrealized gain on fixed
maturities of $16.3 nmillion (before incone taxes). The net unrealized gain on
equity securities was $210.4 million (before income taxes) at that sanme date.

RESULTS OF OPERATIONS - THREE YEARS ENDED DECEMBER 31, 2000

General Qperating earnings before incone taxes were $110 mllion in 2000,

$302 million in 1999 and $274 mllion in 1998. Results for 1998 include a pretax
charge of $214 nillion for reserve strengthening relating to asbestos and ot her
environnental matters ("A&E"') and $159 million of pretax gains on sales of
subsi di ari es.

Pretax operating earnings for 2000 were 64% | ower than those of 1999 due
primarily to a decline in property and casualty underwiting results (including a
$35 million charge for reserve strengthening in the California workers' conpensation
busi ness), special litigation charges and | ower realized gains, partially offset by
$23 mllion in income fromthe sale of certain | ease rights.

Pretax operating earnings for 1999 were 8% | ower than those of 1998 (excl uding
t he above nentioned A&E charge and sal es gains) due primarily to decreased
i nvestrment incone and a fourth quarter charge of $10 million for estinmated expenses
related to realignnent within the operating units of the life, health and annuity
busi ness. These were partially offset by inproved underwiting results in the
property and casualty insurance operations.

Many investors and anal ysts focus on "core earnings" of conpanies, setting aside
certain items included in net earnings. Such "core earnings" for AFG consisting of
net earnings (loss) adjusted to exclude: (i) realized gains (losses), (ii) equity in
i nvestee losses, (iii) extraordinary itens, and (iv) accounting changes, were
$42.3 million ($.71 per share, diluted) in 2000 conpared to $150.4 mllion ($2.50
per share) in 1999 and $162 nillion ($2.60 per share) in 1998.

Property and Casualty Insurance - Underwriting AFG s property and casualty operations
consi st of two mmjor business groups: Personal and Specialty.

The Personal group sells nonstandard and preferred/standard private passenger
auto insurance and, to a | esser extent, honeowners' insurance. Nonstandard
aut onobi l e i nsurance covers risks not typically accepted for standard autonobile
coverage because of the applicant's driving record, type of vehicle, age or other
criteria.

The Specialty group includes a highly diversified group of business lines. Sone
of the nore significant areas are inland and ocean marine, California workers
conpensation, agricultural-related coverages, executive and professional liability,
fidelity and surety bonds, collateral protection, and unbrella and excess coverages.
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To understand the overall profitability of particular lines, the timng of
clains paynments and the related inpact of investment incone nmust be considered.

Certain "short-tail" lines of business (primarily property coverages) have quick
| oss payouts which reduce the tinme funds are held, thereby limting investnent
i ncome earned thereon. On the other hand, "long-tail" I|ines of business (prinmarily

liability coverages and workers' conmpensation) have payouts that are either
structured over many years or take nany years to settle, thereby significantly
i ncreasing i nvestment incone earned on related prem uns received.

Underwriting profitability is measured by the conbined ratio which is a sum of
the ratios of underwiting | osses, |oss adjustment expenses, underwiting expenses
and policyhol der dividends to premiuns. Wen the conbined ratio is under 100%
underwriting results are generally considered profitable; when the ratio is over
100% underwiting results are generally considered unprofitable. The conbined
rati o does not reflect investment income, other incone or federal inconme taxes.

For certain lines of business and products where the credibility of the range of
| oss projections is less certain (primarily the various specialty businesses |listed
above), nmanagenent believes that it is prudent and appropriate to use conservative
assunptions until such tine as the data, experience and projections have nore
credibility, as evidenced by data vol une, consistency and nmaturity of the data.
While this practice mtigates the risk of adverse devel opnent on this business, it
does not elimnate it.

Wil e AFG desires and seeks to earn an underwiting profit on all of its
business, it is not always possible to do so. As a result, AFG attenpts to expand
in the nost profitable areas and control growth or even reduce its involvenent in
the | east profitable ones.

Underwriting results of AFG s insurance operations outperforned the industry
average for the fifteenth consecutive year (excluding the special $214 mllion A&E
charge in 1998). AFG s insurance operations have been able to exceed the industry's
results by focusing on growth opportunities in the nore profitable areas of the
speci alty and nonstandard auto busi nesses.

Net written prem uns and conbined ratios for AFG s property and casualty
i nsurance subsidiaries were as follows (dollars in mllions):

2000 1999 1998
Net Witten Prem uns (GAAP)
Per sonal $1,311  $1,154  $1, 279
Specialty 1,324 1,111 1,312(*)
O her Lines 3 (2) 18

$2,638 $2,263 $2,609
Conbi ned Rati os ( GAAP)

Per sonal 108.6% 100. 7% 97. 3%

Specialty 107.9 102.7 105.0

Aggregate (including AR and other |ines) 108.0% 102.0% 110.7%

(*) Includes $232 million for the 1998 year generated by the Commercial I|ines
sol d.

Special 1998 A&E Charge Under the agreenment covering the sale of its Comerci al
l[ines division in 1998, AFGretained liabilities for certain A&E exposures.
Prompted by this retention and as part of the continuing process of mnonitoring
reserves, AFG began a thorough study of its A& exposures. AFG s study was revi ewed
by i ndependent actuaries who used state of the art actuarial techniques that have
wi de acceptance in the industry. The methods used involved sanmpling and statistica
nodel i ng i ncorporating external databases that supplenment the internal information.
AFG recorded a fourth quarter charge of $214 mllion increasing A& reserves at
Decenber 31, 1998, to approximately $866 nillion (before deducting reinsurance
recoverabl es of $241 nmillion).
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Personal The Personal group's increase in net witten premuns for 2000 reflects
firmng market prices in the nonstandard auto market and expanded witings in
certain private passenger autonobile markets. These itens were partially offset by
t he expected decline in volume caused by rate increases inplenented throughout 2000.
The conbined ratio for 2000 i ncreased due to (i) increased auto claimfrequency and
severity (particularly in medical and health related costs), (ii) the inpact of a
very conpetitive pricing environnent on policies witten during 1999 and early 2000
and (iii) increased underwiting expenses associated with the direct and I nternet
marketing initiatives. |In an effort to alleviate increasing |osses, AFG inmplenented
rate increases averagi ng approxi mately 13%in 2000. The full inpact of these rate
actions on earnings should take effect in 2001. AFG expects rate increases in
excess of 10%in this business in 2001

The Personal group's net witten premuns for 1999 include $71 mllion in net
premums witten by Wirl dwi de since its acquisition in April. The decrease in
witten premiunms reflects continuing strong price conpetition in the private
passenger autonobile market. The conbined ratio for 1999 increased as | oss and
underwriting expenses declined at a slower rate than prem uns.

Specialty The Specialty group's increase in net witten premuns reflects the
effect of (i) the January 2000 termi nation of reinsurance agreenents relating to the
California workers' conpensation business which were in effect throughout 1999,

(ii) rate increases in certain casualty nmarkets (particularly California workers
conpensation) and (iii) the realization of growh opportunities in certain
commercial markets. Excluding the inpact of the term nated reinsurance agreenents,
net witten prem uns were up approxi mately 14% for 2000.

In response to continuing losses in the California workers' compensation
busi ness, rate increases inplenmented for this business averaged 25%in 2000 and wil |
likely be in excess of 40%on renewals in the first quarter of 2001. Rate increases
i npl enented in the other specialty operations averaged 12%in 2000 and are expected
to be around 15%in the first quarter of 2001

Due primarily to adverse devel opnent in prior year |osses, AFG recorded a
$35 million pretax charge in the third quarter of 2000 to strengthen | oss reserves
inits California workers' conpensation business. The conbined ratio for 2000
reflects this reserve strengthening (a conbined ratio effect of 2.9 points) and the
effect of a highly conpetitive pricing environnent on policies witten during 1999.

The Specialty group's net witten premiuns for 1999 increased slightly conpared

to the 1998 period, excluding prem uns of the Commercial lines division sold in
December 1998. The conbined ratio inproved as the beneficial effects of the
Commercial lines sale nore than offset | ess favorable underwiting results in other

specialty businesses, in particular the nulti-peril crop insurance program The
Specialty group's underwiting results for 1999 include $28 million representing
anortization of a portion of the deferred gain related to the Conmercial |ines

busi ness ceded to Chio Casualty in 1998. |In addition, underwiting margins inproved
in the California workers' conpensation busi ness as favorabl e rei nsurance agreenents
executed during 1998 nore than of fset an increase in reserves during the fourth
quarter of 1999.

Life, Accident and Health Premiums and Benefits Life, accident and health prem uns and
benefits increased in 2000 and 1999 (excludi ng Funeral Services division sold in
1998) due primarily to the acquisition of United Teacher Associates in October 1999
and increased sales of traditional life insurance by GALIC s |ife operations.

Start-up Manufacturing Businesses AFG s pretax operating earnings for 2000 include

| osses of $6.7 mllion fromtwo start-up manufacturing businesses acquired in 2000
fromtheir forner owners. AFG sold the equity interests in these businesses in the
fourth quarter of 2000 for a nominal cash consideration plus warrants to repurchase
a significant ownership interest. Beginning in the fourth quarter of 2000, AFG s
equity in the results of operations of these businesses is included in investee
earnings. Loans outstanding to these businesses totaled $61.5 mllion at Decenber
31, 2000. Because AFGretains the financial risk in these businesses, it wll
continue accounting for their operations on the equity nethod. The busi nesses are
expected to reach "break-even" by the latter part of 2001
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Investment Income Changes in investment incone reflect fluctuations in market rates
and changes in average invested assets. Investnment inconme decreased 4% in 1999
conpared to 1998 due primarily to the transfer of investnent assets in connection
with the sales of the Cormmercial lines division and Funeral Services division in
1998, partially offset by the effect of the purchases of Wirldw de and United
Teacher Associates in 1999.

Gain on Sale of Other Investments | n Septenber 2000, GAFRI realized a $27.2 nmillion
pretax gain on the sale of its mnority ownership in a conpany engaged in the
producti on of ethanol. GAFRI's investment was repurchased by the ethanol conpany
whi ch, follow ng the purchase, became whol | y-owned by AFG s Chairman

Gain on Sale of Investee The gain on sale of investee in 1998 represents pretax gains to
AFG as a result of Chiquita's public issuance of shares of its combn stock

Gains on Sales of Subsidiaries | n 2000, AFG recognized (i) a $25 mllion pretax gain
representing an earn-out related to the 1998 sale of its Comercial |ines division
(i1) a $10.3 mllion pretax loss (including post closing adjustnents) on the sale of
Stonewal | | nsurance Conpany and (iii) a $10.7 mllion pretax loss related to the
pendi ng sale of its Japanese division. |n connection with the sale of the Japanese
division, a gain of approximately $21 nmillion on ceded insurance will be deferred
and subsequently recogni zed over the estinmated settlenent period (weighted average
of 4 years) of the clains ceded.

The gains on sales of subsidiaries in 1998 include (i) a pretax gain of
$152.6 mllion on the sale of the Commercial lines division, (ii) a pretax gain of
$21.6 mllion on GAFRI's sale of its Funeral Services division and (iii) a charge of
$15.5 mllion relating to the di sposal of other operations.

Real Estate Operations AFG s subsidiaries are engaged in a variety of real estate
operations including hotels, apartments, office buildings and recreationa
facilities; they also own several parcels of land. Revenues and expenses of these
operations, including gains and | osses on disposal, are included in AFG s statenent

of operations as shown below (in nmillions).
2000 1999 1998
O her incone $95.9 $87. 4 $103. 4
O her operating and general expenses 65. 6 62.5 56. 8
I nterest charges on borrowed nobney 2.6 2.8 3.4
M nority interest expense, net 1.5 2.0 3.6

O her inconme includes net pretax gains on the sale of real estate assets of
$12.4 million in 2000, $15.2 mllion in 1999 and $34.6 mllion in 1998.

Other Income

2000 conpared to 1999 O her inconme increased $78.4 mllion (45% in 2000 due
primarily to increased fee i ncone generated by certain insurance operations, incone
fromthe sale of lease rights and | ease residuals and i ncreased revenues fromrea
estate operations.

1999 conpared to 1998 Oher inconme increased $5.5 million (3% in 1999 as
i ncreased fee i ncone generated by certain insurance operations nore than offset a
decrease in income fromthe sale of real estate assets and | ease residuals.

Annuity Benefits For GAAP financial reporting purposes, annuity receipts are accounted
for as interest-bearing deposits ("annuity benefits accunul ated") rather than as
revenues. Under these contracts, policyholders' funds are credited with interest on a
tax-deferred basis until w thdrawn by the policyholder. Annuity benefits reflect
amounts accrued on annuity policyhol ders' funds accumul ated. The rate at whi ch GAFR
credits interest on npbst of its annuity policyhol ders' funds is subject to change
based on managenent's judgnent of market conditions. As a result, managenent has been
able to react to changes in nmarket interest rates and naintain a desired interest rate
spread. Wiile GAFRI believes the interest rate and stock market environnment over the
| ast several years has contributed to an increase in annuitizations and surrenders,

t he conpany's persistency rate remains approxi mately 90%
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Interest on Borrowed Money Changes in interest expense result fromfluctuations in

mar ket rates as well as changes in borrow ngs. AFG has generally financed its
borrowi ngs on a | ong-term basis which has resulted in higher current costs.

I nterest expense increased in both 2000 and 1999 due to hi gher average indebtedness,
partially offset in 1999 by | ower average interest rates on AFG s borrow ngs.

Other Operating and General Expenses

2000 conpared to 1999 Oher operating and general expenses for 2000 include
second quarter charges of $32.5 million related to an agreement to settle a |awsuit
agai nst a GAFRI subsidiary and $8.8 mllion for an adverse California Suprene Court
ruling against an AFG property and casualty subsidiary. Excluding these litigation
charges, other operating and general expenses increased $56.1 nillion (14%
primarily due to the inclusion of the operations of UTA following its acquisition in
Cct ober 1999 and increased expenses fromcertain start-up operations.

1999 conpared to 1998 O her operating and general expenses increased
$22.8 mllion (6% as GAFRI's $10 nmillion realignnment charge and increased expenses
fromstart-up insurance services subsidiaries and real estate operations nore than
of fset a decrease in franchi se taxes, a decrease in anortization of annuity and life
acquisition costs related to the Funeral Services division sold and a decrease in
Year 2000 costs.

During 1999 and 1998, AFG expensed approximately $23 mllion and $27 mllion
respectively, to successfully ensure that its systems would function properly in the
year 2000 and beyond. Because a significant portion of the Year 2000 Project was
conpl eted using internal staff, these costs do not represent solely increnenta
costs.

Income Taxes See Note J to the Financial Statenents for an analysis of itens
affecting AFG s effective tax rate.

Investee Corporations Equity in net |osses of investee corporations includes AFG s
proportionate share of the results of Chiquita Brands International. Chiquita
reported net |osses attributable to comon sharehol ders of $112 million

$75.5 mllion and $35.5 nmillion in 2000, 1999 and 1998, respectively.

Equity in net |osses of investees for 2000 includes a $95.7 nillion pretax
charge to witedown AFG s investrment in Chiquita to a narket val ue of approxi mately
$1 per share. Chiquita's results for 2000 include $20 mllion in charges and
writedowns of production and sourcing assets in its Fresh Produce operations.

Chiquita's operating i ncone declined in 1999 from 1998 primarily due to weak
banana pricing, particularly in Europe as a result of the overallocation of EU
banana i nport licenses early in the year and weakness in demand from Eastern Europe
and Russia. In late 1999, Chiquita underwent a workforce reduction programt hat
stream ined certain corporate and staff functions in the U S., Central Anmerica and
Europe. Wiile the programis expected to generate annual savings of $15 to $20
mllion, operating incone for 1999 includes a $9 m|lion charge for severance and
ot her costs associated with the program

Chiquita's results for 1998 include pretax witedowns and costs of $74 million
as a result of significant damage i n Honduras and Guatenml a caused by Hurricane
Mt ch.

In 2000, equity in | osses of investee corporations also includes $4.1 mllion in
| osses of two start-up manufacturing businesses.

Cumulative Effect of Accounting Change | n October 2000, AFG inpl enented Statenent of

Fi nanci al Accounting Standards No. 133, "Accounting for Derivative Instrunents and
Hedgi ng Activities", which requires all derivatives to be recognized in the bal ance
sheet at fair value and that the initial effect of recognizing derivatives at fair
val ue be reported as a cumul ative effect of a change in accounting principle.
Accordingly, AFG recorded a charge of $9.1 million (net of mnority interest and
taxes) to record its derivatives at fair value at the beginning of the fourth
quarter of 2000.
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In the first quarter of 1999, GAFRI inplenented Statenent of Position 98-5,
"Reporting on the Costs of Start-Up Activities". The SOP requires that costs of
start-up activities be expensed as incurred and that unanortized bal ances of
previously deferred costs be expensed and reported as the cunul ative effect of a
change in accounting principle. Accordingly, AFG expensed previously capitalized
start-up costs of $3.8 mllion (net of mnority interest and taxes) in the first
quarter of 1999.

Recent Accounting Standards The fol |l owi ng accounti ng standards have been inpl ement ed

by AFG in 1999 or 2000. The inplenentation of these standards is discussed under
various subheadi ngs of Note A to the Financial Statenents; effects of each are shown
in the rel evant Notes.

Account i ng

St andard Subj ect of Standard (Year |nplenented) Ref er ence
SOP 98-5 Start-up Costs (1999) "Start-up Costs"
SFAS #133 Derivatives (2000) "Derivatives"

O her standards issued in recent years did not apply to AFG or had only
negligible effects on AFG

In February 2001, the Financial Accounting Standards Board issued a proposal to
elimnate the anortization of goodwill and require that goodwi Il be tested for
i mpairment. O her operating and general expenses include goodw Il anortization of
$17.2 million in 2000, $14.3 million in 1999 and $11.9 nmillion in 1998. The
carrying value of AFG s goodw || at December 31, 2000, was $319 million. The
proposal requires that an initial assessment for inpairnent be performed for all
existing reporting units with goodwill wthin six nmonths of adoption. Managenent
has not deternined the inpact of such assessnent.
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ITEM 7A

Quantitative and Qualitative Disclosures About Market Risk

The information required by Item 7A is included in Management's Di scussi on and
Anal ysi s of Financial Condition and Results of Operations.

ITEM 8

Financial Statements and Supplementary Data

Page

Report of Independent Auditors F-1
Consol i dat ed Bal ance Sheet:

December 31, 2000 and 1999 F-2
Consol i dated Statement of QOperations:

Years ended Decenber 31, 2000, 1999 and 1998 F-3
Consol i dated Statement of Changes in Sharehol ders' Equity

Years ended Decenber 31, 2000, 1999 and 1998 F-4
Consol i dat ed St atenent of Cash Fl ows:

Years ended Decenber 31, 2000, 1999 and 1998 F-5
Not es to Consol i dat ed Fi nanci al Statements F-6

"Sel ected Quarterly Financial Data" has been included in Note Mto the
Consol i dated Fi nanci al Statenents.

Pl ease refer to "Forward-Looking Statenments" following the Index in front of this Form 10-K

PART 1lI

The information required by the following Itens will be included in AFG s
definitive Proxy Statenent for the 2001 Annual Meeting of Sharehol ders which will be
filed with the Securities and Exchange Conmi ssion within 120 days after the end of
Registrant's fiscal year and is incorporated herein by reference.

ITEM 10 Directors and Executive Officers of the Registrant

ITEM 11 Executive Compensation

ITEM 12 Security Ownership of Certain Beneficial Owners and Management
ITEM 13 Certain Relationships and Related Transactions
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REPORT OF INDEPENDENT AUDITORS

Board of Directors
American Financial Group, Inc.

We have audited the acconpanyi ng consolidated bal ance sheet of American Financia
Group, Inc. and subsidiaries as of Decenmber 31, 2000 and 1999, and the rel ated
consol i dated statements of operations, changes in sharehol ders' equity and cash
flows for each of the three years in the period ended Decenber 31, 2000. CQur audits
al so included the financial statenent schedules listed in the Index at Item 14(a).
These financial statements and schedul es are the responsibility of the Conmpany's
management. Qur responsibility is to express an opinion on these financia
statenments and schedul es based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in
the United States. Those standards require that we plan and performthe audit to
obtai n reasonabl e assurance about whether the financial statements are free of
material msstatement. An audit includes exam ning, on a test basis, evidence
supporting the ambunts and di sclosures in the financial statenents. An audit also
i ncl udes assessing the accounting principles used and significant estimtes nade by
managenment, as well as evaluating the overall financial statement presentation. W
bel i eve that our audits provide a reasonabl e basis for our opinion

In our opinion, the financial statements referred to above present fairly, in al
materi al respects, the consolidated financial position of American Financial G oup
Inc. and subsidiaries at Decenber 31, 2000 and 1999, and the consolidated results of
their operations and their cash flows for each of the three years in the period
ended Decenber 31, 2000, in conformity with accounting principles generally accepted
inthe United States. Al so, in our opinion, the related financial statenent
schedul es, when considered in relation to the basic financial statements taken as a
whol e, present fairly in all nmaterial respects the information set forth therein

ERNST & YOUNG LLP

Cincinnati, Chio
February 9, 2001



AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
(Dollars In Thousands)

Decenber 31,
2000 1999
Assets:
Cash and short-terminvestnents $ 438,670 $ 390,630
I nvest ment s:
Fixed maturities - at market
(anortized cost - $10, 148, 348 and $10, 101, 105) 10, 164, 648 9, 862, 205
O her stocks - at market
(cost - $174,959 and $229, 201) 385, 359 409, 701
I nvestment in investee corporations 23,996 159, 984
Pol i cy | oans 213, 469 217,171
Real estate and other investnents 273,994 269, 032
Total investments 11, 061, 466 10, 918, 093
Recoverabl es fromreinsurers and prepaid
rei nsurance prem uns 1, 845,171 2,105, 818
Agents' bal ances and preniuns receivable 700, 215 656, 924
Def erred acquisition costs 763, 097 660, 672
O her receivabl es 240,731 223,753
Vari abl e annuity assets (separate accounts) 533, 655 354, 371
Prepai d expenses, deferred charges and other assets 513, 616 411, 742
Cost in excess of net assets acquired 318, 920 332,072

$16, 415, 541 $16, 054, 075

Liabilities and Capital

Unpai d | osses and | oss adj ust ment expenses $ 4,515,561 $ 4,795, 449
Unear ned prem uns 1, 414, 492 1, 325, 766
Annui ty benefits accunul at ed 5,543, 683 5,519, 528
Life, accident and health reserves 599, 360 520, 644
Long-term debt :
Hol di ng conpani es 584, 869 492,923
Subsi di ari es 195, 087 239,733
Variable annuity liabilities (separate accounts) 533, 655 354, 371
Account s payabl e, accrued expenses and ot her
liabilities 972,271 976, 413
Total liabilities 14, 358, 978 14, 224, 827
M nority interest 508, 033 489, 270
Shar ehol ders' Equity:
Conmon St ock, no par val ue
- 200, 000, 000 shares authorized
- 67,410,091 and 58, 419, 952 shares out st andi ng 67,410 58, 420
Capi tal surplus 898, 066 742,220
Ret ai ned ear ni ngs 442, 454 557, 538
Unreal i zed gain (loss) on narketabl e
securities, net 140, 600 (18, 200)
Total sharehol ders' equity 1, 548, 530 1, 339, 978

$16, 415, 541 $16, 054, 075

See notes to consolidated financial statenents.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF OPERATIONS
(In Thousands, Except Per Share Data)

Year ended Decenber 31,
2000 1999 1998
I ncone:
Property and casualty insurance prem unms $2, 494, 892 $2, 210, 819 $2, 698, 738
Life, accident and health preni uns 230, 441 119, 160 165, 485
I nvest ment i ncone 834, 288 835, 375 874,018
Real i zed gains (|l osses) on sales of:
Securities (26, 581) 20, 152 6, 275
I nvest ee - - 9,420
Subsi di ari es 4,032 - 158, 673
O her investnents 27,230 - -
O her incone 253, 025 174, 601 169, 120
3,817, 327 3, 360, 107 4,081, 729
Costs and Expenses:
Property and casualty insurance:
Losses and | oss adj ust nent expenses 1, 961, 538 1, 588, 651 2,215, 283
Conmi ssions and other underwiting expenses 735, 241 665, 109 772,917
Annui ty benefits 278, 927 262, 632 261, 666
Life, accident and health benefits 175,174 86, 439 131, 652
I nterest charges on borrowed noney 67,642 63,672 57, 682
O her operating and general expenses 488, 912 391, 543 368, 779
3,707,434 3, 058, 046 3, 807, 979
Qperating earnings before i ncone taxes 109, 893 302, 061 273,750
Provision for income taxes 29, 041 98, 198 94, 067
Net operating earnings 80, 852 203, 863 179, 683
Mnority interest expense, net of tax (35, 366) (39, 085) (45, 935)
Equity in net |osses of investees, net of tax (92, 449) (17, 783) (8,578)
Earni ngs (loss) before extraordinary itens
and accounting changes (46, 963) 146, 995 125,170
Extraordinary items - |oss on prepaynent of debt - (1, 701) (770)
Cunul ative effect of accounting changes (9,072) (3,854) -
Net Ear ni ngs (Loss) ($ 56,035 $ 141,440 $ 124,400
Basi ¢ earnings (loss) per Commopn Share:
Bef ore extraordinary itens and
accounti ng changes ($.80) $2. 46 $2.04
Loss on prepaynent of debt - (.03) (.01)
Cunul ative effect of accounting changes (.15) (.06) -
Net earnings (loss) available to Cormobn Shares ($.95) $2. 37 $2.03
Diluted earnings (loss) per Commobn Share:
Bef ore extraordinary itens and
accounting changes ($.80) $2. 44 $2.01
Loss on prepaynment of debt - (.03) (.01)
Cumul ative effect of accounting changes . 15) (.06) -
Net earnings (loss) available to Conmon Shares ($.95) $2. 35 $2. 00
Aver age number of Common Shares:
Basi c 58, 905 59,732 61, 222
Di | ut ed 59,074 60, 210 62, 185
Cash divi dends per Common Share $1.00 $1. 00 $1. 00

See notes to consolidated financial statenents.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS® EQUITY
(Dollars In Thousands)

Bal ance at Decenber 31, 1997

Net ear ni ngs
Change in unrealized
Conpr ehensi ve i ncone

Di vi dends on Conmon St ock
Shares issued
Exerci se of stock options
Di vi dend rei nvestment plan
Enpl oyee stock purchase pl an
Retirenent plan contributions
Portion of bonuses paid in stock
Directors fees paid in stock
Shares repurchased
Tax effect of interconpany dividends
O her

Bal ance at Decenber 31, 1998

Net ear ni ngs
Change in unrealized
Conpr ehensi ve incone (| oss)

Di vi dends on Common St ock
Shares issued
Exerci se of stock options
Di vidend rei nvest nent pl an
Enpl oyee stock purchase pl an
Retirenent plan contributions
Portion of bonuses paid in stock
Directors fees paid in stock
Shares repurchased
Tax effect of interconpany divi dends
Q her

Bal ance at Decenber 31, 1999

Net earni ngs (Il oss)
Change in unrealized
Conpr ehensi ve i ncone

Di vi dends on Conmon St ock
Shares issued
Public offering
Exerci se of stock options
Di vi dend rei nvest nent pl an
Enpl oyee stock purchase pl an
Retirenent plan contributions
Portion of bonuses paid in stock
Directors fees paid in stock
Shar es repurchased
Tax effect of interconpany dividends

Conmon St ock

Unrealized

Repurchase of trust preferred securities -

O her

Bal ance at Decenber 31, 2000

See notes to consolidated financial

Common and Capital Ret ai ned Gain (Loss)

Shar es Sur pl us Ear ni ngs on Securities Tot a

61, 048, 904 $836, 738 $477,071 $348, 900 $1, 662, 709
- - 124, 400 - 124, 400

- - - 8, 600 8, 600

133, 000
- - (61, 222) - (61, 222)

296, 416 8, 288 - - 8, 288
11, 021 432 - - 432

68, 177 2,689 - - 2,689

44, 035 1,783 - - 1,783

20, 300 816 - - 816
2,280 90 - - 90
(562, 811) (7,768) (13, 221) - (20, 989)
- (11, 703) - - (11, 703)

- 284 - - 284

60, 928, 322 $831, 649 $527, 028 $357, 500 $1, 716,177
- - 141, 440 - $ 141, 440
- - - (375, 700) (375, 700)
(234, 260)
B - (59, 754) - (59, 754)
79,762 2,200 - - 2,200

6, 099 222 - - 222

63, 794 2,136 - - 2,136

57, 888 2,171 - - 2,171

38, 640 1,439 - - 1,439
2,683 90 - - 90
(2,757, 236) (37,726) (51, 176) - (88,902)
- (6, 400) - - (6,400)

- 4, 859 - - 4, 859
58,419, 952 $800, 640 $557, 538 ($ 18, 200) $1, 339, 978
- - (56, 035) - ($ 56,035)

- - - 158, 800 158, 800

102, 765
- - (58,571) - (58,571)

8, 337, 500 154, 783 - - 154, 783
68, 523 1,376 - - 1,376
285, 694 5,731 - - 5,731
70, 621 1,694 - - 1,694
274,716 6, 242 - - 6, 242
3,813 96 - - 96
(50, 728) (695) (656) - (1,351)
- (6, 400) - - (6,400)

- 178 - 178

- 2,009 - - 2,009
67,410, 091 $965, 476 $442, 454 $140, 600 $1, 548, 530

statenents.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS
(In Thousands)

Operating Activities:

Net earnings (I oss)
Adj ust nment s:
Extraordinary items

Equity in net
Depreci ation and anortization
Annui ty benefits

Changes in reserves on assets

costs
Decr ease (increase)
ot her receivables
Decr ease (increase)

I ncrease (decrease)
Increase in mnority interest
Di vi dends from i nvestees

O her, net

I nvesting Activities:

Cash and short-terminvestnents at

F

Pur chases of and additi ona
Fi xed maturity investnents
Equity securities
Subsi di ari es
Real estate,

i nvest ment s
Sal es of:

Fi xed maturity investnents

Equity securities

I nvest ees and subsidi aries

Real estate,

(former) subsidiaries, net
Decr ease (increase)

nanci ng Activities:
Fi xed annuity receipts
Annui ty surrenders,

Addi ti ona
Reduct i ons of
| ssuances of Common Stock

Repur chases of Commobn Stock
Repur chases of trust
Cash di vi dends paid

Year ended Decenber 31

2000 1999 1998
56,035) $ 141,440 $ 124,400
- 1,701 770
Cumul ative effect of accounting changes 9,072 3,854 -
| osses of investees 92, 449 17,783 8,578
117, 388 94, 984 106, 041
278, 927 262, 632 261, 666
3,795 (8, 285) 14, 020
Real i zed gains on investing activities (25,173) (37, 988) (205, 659)
Deferred annuity and life policy acquisition
(146, 686) (119, 382) (117, 202)
in reinsurance and
70, 433 (112, 558) (439, 183)
in other assets (87,501) 58, 404 (5,575)
I ncrease in insurance clains and reserves 189, 587 112,721 480, 052
in other liabilities (14, 604) (50, 590) 158, 523
4, 957 11, 112 5,731
- 4,799 4,799
4, 856 8, 588 (8,970)
441, 465 389, 215 387,991
i nvestnents in:
(1,635,578) (2,049,536) (2,155,192)
(45, 800) (80, 624) (78, 604)
- (285, 971) (30, 325)
property and equi pnent (88, 371) (74, 063) (66, 819)
Maturities and redenptions of fixed maturity
689, 691 1,047, 169 1, 248,775
810, 942 1, 226, 111 795, 520
84, 147 100, 076 28, 850
30, 694 - 164, 589
property and equi pnent 30, 150 31, 354 53, 962
Cash and short-terminvestments of acquired
(132, 163) 54, 331 (21, 141)
in other investnents 5,637 21,439 (15, 135)
(250, 651) (9, 714) (75, 520)
496, 742 446, 430 480, 572
benefits and wi t hdrawal s (731, 856) (698, 281) (688, 226)
Net transfers fromfixed to variable annuities (50, 475) (19, 543) (4, 708)
| ong-t erm borrow ngs 182, 462 614, 638 262, 537
| ong-t erm debt (141, 577) (478, 657) (251, 837)
157, 295 3, 459 10, 236
- (88, 597) (20, 651)
preferred securities (2,479) (5,509) -
(52, 886) (59, 532) (60, 790)
(142, 774) (285, 592) (272, 867)
Net Increase in Cash and Short-term | nvestnments 48, 040 93, 909 39, 604
begi nni ng of
390, 630 296, 721 257,117

peri od

Cash and short-terminvestnments at end of period

See notes to consolidated financia

statenents.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Accounting Policies

Basis of Presentation The consol i dated financial statements include the accounts of
Ameri can Financial Goup, Inc. ("AFG') and its subsidiaries. Certain

recl assifications have been nade to prior years to conformto the current year's
presentation. Al significant interconpany bal ances and transacti ons have been
elimnated. Al acquisitions have been treated as purchases. The results of
operations of conpanies since their formati on or acquisition are included in the
consol i dated financial statements.

The preparation of the financial statenents in conformty with generally
accepted accounting principles requires managenent to nake estinmates and
assunptions that affect the anounts reported in the financial statenents and
acconpanyi ng notes. Changes in circunstances coul d cause actual results to
differ naterially fromthose estinates.

Investments All fixed maturity securities are considered "avail able for sale"
and reported at fair value with unrealized gains and | osses reported as a
separ at e conponent of sharehol ders' equity. Short-terminvestnments are carried
at cost; loans receivable are carried primarily at the aggregate unpaid bal ance.
Prem ums and di scounts on nortgage-backed securities are anortized over their
expected average |lives using the interest nethod.

Gains or |losses on sales of securities are recognized at the time of disposition
with the amount of gain or |oss deternined on the specific identification basis.
VWen a decline in the value of a specific investment is considered to be other
than temporary, a provision for inpairnment is charged to earnings and the
carrying value of that investment is reduced.

Investment in Investee Corporations | nvestnents in securities of 20% to 50% owned
conpani es are generally carried at cost, adjusted for AFG s proportionate share
of their undistributed earnings or |osses.

Due to Chiquita's announced intention to pursue a plan to restructure its public
debt, AFG wote down its investnment in Chiquita combn stock to narket val ue at
December 31, 2000, and nmay suspend accounting for Chiquita under the equity

net hod pendi ng resolution of the current uncertainty.

Cost in Excess of Net Assets Acquired The excess of cost of subsidiaries and

i nvestees over AFG s equity in the underlying net assets ("goodwill") is being
anortized over periods of 20 to 40 years. In February 2001, the Financia
Accounting Standards Board issued a proposal to elimnate the anortization of
goodwi I I and require that goodwi ||l be tested for inmpairnment.

Insurance As di scussed under "Reinsurance" below, unpaid | osses and | oss

adj ust ment expenses and unearned preni uns have not been reduced for reinsurance

recoverable. To the extent that unrealized gains (losses) fromsecurities

classified as "available for sale" would result in adjustments to deferred

acqui sition costs and policyholder liabilities had those gains (losses) actually

been realized, such bal ance sheet anopunts are adjusted, net of deferred taxes.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Reinsurance I n the normal course of business, AFG s insurance subsidiaries
cede reinsurance to other conpanies to diversify risk and limt maxi mum | oss
arising fromlarge clains. To the extent that any reinsuring conpanies are
unable to neet obligations under the agreenments covering reinsurance ceded,

AFG s insurance subsidiaries would remain |iable. Amunts recoverable from
reinsurers are estimated in a manner consistent with the claimliability
associated with the reinsured policies. AFG s insurance subsidiaries report as
assets (a) the estimated reinsurance recoverable on unpaid | osses, including an
estimate for | osses incurred but not reported, and (b) anpunts paid to
reinsurers applicable to the unexpired terns of policies in force. AFG s

i nsurance subsidiaries al so assume reinsurance from other conpanies. Income on
rei nsurance assumed i s recogni zed based on reports received from cedi ng

rei nsurers.

Deferred Acquisition Costs Policy acquisition costs (principally conm ssions,
prem um taxes and other underwiting expenses) related to the production of new
busi ness are deferred ("DPAC'). For the property and casualty conpani es, DPAC
is limted based upon recoverability w thout any consideration for anticipated
i nvest nent incone and is charged against inconme ratably over the terns of the

related policies. DPAC related to annuities and universal |ife insurance
products is anortized, with interest, in relation to the present val ue of
expected gross profits on the policies. DPACrelated to traditional life and

health insurance is anortized over the expected prem um payi ng period of the
related policies, in proportion to the ratio of annual prem umrevenues to tota
antici pated prem um revenues.

Unpaid Losses and Loss Adjustment Expenses The net liabilities stated for unpaid
clainms and for expenses of investigation and adjustnent of unpaid clains are
based upon (a) the accunul ation of case estimates for | osses reported prior to
the cl ose of the accounting period on the direct business witten; (b) estimates
recei ved from cedi ng reinsurers and insurance pools and associ ati ons;

(c) estimates of unreported | osses based on past experience; (d) estimates based
on experience of expenses for investigating and adjusting clains and (e) the
current state of the law and coverage litigation. These liabilities are subject
to the inmpact of changes in claimanobunts and frequency and other factors. In
spite of the variability inherent in such estimates, nanagenent believes that
the liabilities for unpaid | osses and | oss adj ust ment expenses are adequate.
Changes in estimates of the liabilities for | osses and | oss adjustnment expenses
are reflected in the Statement of Earnings in the period in which determ ned.

Annuity Benefits Accumulated Annuity recei pts and benefit paynments are recorded
as increases or decreases in "annuity benefits accunul ated" rather than as
revenue and expense. |Increases in this liability for interest credited are
charged to expense and decreases for surrender charges are credited to other
i ncone.

Life, Accident and Health Reserves Liabilities for future policy benefits under
traditional life, accident and health policies are conputed using the net |eve
prem um nmet hod. Conput ations are based on anticipated i nvestment yield,
nortality, morbidity and surrenders and include provisions for unfavorable
devi ations. Reserves established for accident and health clains are nodified as
necessary to reflect actual experience and devel opi ng trends.

Variable Annuity Assets and Liabilities Separate accounts related to variable
annuities represent deposits invested in underlying investnment funds on which
Great Anerican Financial Resources, Inc. ("GAFRI", fornerly American Annuity
Group, Inc.), an 83% owned subsidiary, earns a fee. The investnent funds are
sel ected and may be changed only by the policyhol der

Premium Recognition Property and casualty prem uns are earned over the terns
of the policies on a pro rata basis. Unearned prem unms represent that portion
of premiuns witten which is applicable to the unexpired ternms of policies in
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

force. On reinsurance assuned from other insurance conpanies or witten through
various underwiting organizations, unearned prem uns are based on reports

recei ved from such conpani es and organi zations. For traditional |ife, accident
and health products, premunms are recogni zed as revenue when legally collectible
from policyholders. For interest-sensitive life and universal |ife products,

prem uns are recorded in a policyholder account which is reflected as a
liability. Revenue is recognized as ampunts are assessed agai nst the
pol i cyhol der account for nortality coverage and contract expenses.

Policyholder Dividends Di vi dends payabl e to policyhol ders are included in
"Account s payabl e, accrued expenses and other liabilities" and represent
estimates of ampunts payabl e on participating policies which share in favorable
underwriting results. The estimate is accrued during the period in which the
related premumis earned. Changes in estimates are included in income in the
peri od determ ned. Policyhol der dividends do not becone legal liabilities
unl ess and until declared by the boards of directors of the insurance conpanies.

Minority Interest For bal ance sheet purposes, mnority interest represents the

i nterests of noncontrolling shareholders in AFG subsidiaries, including Anerican
Fi nanci al Corporation ("AFC') preferred stock and preferred securities issued by
trust subsidiaries of AFG  For incone statenent purposes, mnority interest
expense represents those shareholders' interest in the earnings of AFG
subsidiaries as well as AFC preferred dividends and accrued distributions on the
trust preferred securities.

Issuances of Stock by Subsidiaries and Investees Changes in AFG s equity in a subsidiary
or an investee caused by issuances of the subsidiary's or investee's stock are

accounted for as gains or |osses where such issuance is not a part of a broader
reor gani zati on.

Income Taxes AFC files consolidated federal incone tax returns which include all
80% owned U.S. subsidiaries, except for certain life insurance subsidiaries and
their subsidiaries. Because holders of AFC Preferred Stock hold in excess of
20% of AFC s voting rights, AFG (parent) and its direct subsidiary, AFC Hol ding
Conpany ("AFC Hol di ng" or "AFCH') own | ess than 80% of AFC, and therefore, file
separate returns.

Deferred incone taxes are calculated using the liability nethod. Under this

nmet hod, deferred income tax assets and liabilities are determ ned based on

di fferences between financial reporting and tax bases and are neasured using
enacted tax rates. Deferred tax assets are recognized if it is nore |likely than
not that a benefit will be realized

Stock-Based Compensation As pernitted under Statenent of Financial Accounting

St andards ("SFAS') No. 123, "Accounting for Stock-Based Compensation," AFG
accounts for stock options and ot her stock-based conpensation plans using the
intrinsic value based method prescribed by Accounting Principles Board Opinion
No. 25, "Accounting for Stock |ssued to Enployees."

Benefit Plans AFG provi des retirenment benefits to qualified enpl oyees of

partici pating conpani es through contributory and noncontri butory defined
contribution plans contained in AFG s Retirement and Savings Plan. Under the
retirenment portion of the plan, conpany contributions are invested prinmarily in
securities of AFG and affiliates. Under the savings portion of the plan, AFG
mat ches a specific portion of enployee contributions. Contributions to benefit
pl ans are charged agai nst earnings in the year for which they are decl ared.

AFG and nmany of its subsidiaries provide health care and life insurance benefits
to eligible retirees. AFG al so provides postenpl oyment benefits to forner or

i nactive enployees (prinmarily those on disability) who were not deened retired
under other conpany plans. The projected future cost of providing these
benefits is expensed over the period the enpl oyees earn such benefits.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Under AFG s stock option plan, options are granted to officers, directors and
key enpl oyees at exercise prices equal to the fair value of the shares at the
dates of grant. No conpensation expense is recogni zed for stock option grants.

Derivatives Effective October 1, 2000, AFG inplenmented SFAS No. 133, "Accounting
for Derivative Instruments and Hedgi ng Activities", which establishes accounting
and reporting standards for derivative instruments (including derivative
instruments that are enbedded in other contracts) and for hedging activities.
Prior year financial statenents were not restated. SFAS No. 133 generally
requires that derivatives (both assets and liabilities) be recognized in the

bal ance sheet at fair value with changes in fair value included in current
earnings. The cunul ative effect of inplenenting SFAS No. 133, which resulted
fromthe initial recognition of AFG s derivatives at fair value, was a | oss of
$9.1 million (net of mnority interest and taxes) or $.15 per diluted share.

Derivatives included in AFG s Bal ance Sheet consist primarily of investments in
conmon stock warrants (included in other stocks), the equity-based conmponent of
certain annuity products (included in annuity benefits accunul ated) and cal
options (included in other investnents) used to mtigate the risk enbedded in

t he equity-indexed annuity products.

Start-up Costs Prior to 1999, GAFRI deferred certain costs associated with

i ntroduci ng new products and distribution channels and anortized themon a
straight-line basis over 5 years. In 1999, GAFR inplenmented Statenent of
Position ("SOP') 98-5, "Reporting on the Costs of Start-Up Activities." The SOP
requires that (i) costs of start-up activities be expensed as incurred and

(ii) unanortized bal ances of previously deferred costs be expensed and reported
as the cunul ative effect of a change in accounting principle. Accordingly, AFG
expensed previously capitalized start-up costs of $3.8 mllion (net of mnority
interest and taxes) or $.06 per diluted share, effective January 1, 1999.

Earnings Per Share Basic earni ngs per share is cal cul ated using the weighted
average nunber of shares of common stock outstanding during the period. The
cal cul ation of diluted earnings per share includes the follow ng dilutive

ef fects of common stock options: 2000 - 169,000 shares; 1999 - 478, 000 shares
and 1998 — 963, 000 shares.

Statement of Cash Flows For cash fl ow purposes, "investing activities" are defined
as maki ng and collecting | oans and acquiring and di sposi ng of debt or equity
instrunments and property and equi pnent. "Financing activities" include

obt ai ni ng resources fromowners and providing themwth a return on their

i nvest nents, borrowi ng noney and repayi ng anounts borrowed. Annuity receipts,
benefits and withdrawal s are also reflected as financing activities. Al other
activities are considered "operating". Short-terminvestnents having origina
maturities of three nonths or | ess when purchased are considered to be cash
equi val ents for purposes of the financial statenments.

Acquisitions and Sales of Subsidiaries and Investees

Japanese division | n Decenber 2000, AFG agreed to sell its Japanese property and
casualty division to Mtsui Marine & Fire Insurance Conpany of Anerica for
approximately $22 mllion in cash and recorded a $10.7 nmillion pretax | oss on
the sale. Upon conpletion of the sale, a gain of approximately $21 mllion on
ceded insurance will be deferred and subsequently recogni zed over the estinmated
settlenent period (weighted average of 4 years) of the ceded clainms. The sale
is expected to be conpleted at the end of March 2001. At the sane tine, a

rei nsurance agreenment under which Great Anerican Insurance ceded a portion of
its pool of insurance to Mtsui will termnate. The Japanese division generated
net witten premuns of approximately $60 million per year to Great Anmerican
while Great Anerican ceded approxi mately $45 nmillion per year to Mtsui
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Stonewall Insurance Company | n Septenber 2000, AFG sold Stonewal | |nsurance
Conmpany for $31.2 mllion (net of post closing adjustments), realizing a pretax
loss of $10.3 million. Stonewall was a non-operating property and casualty
subsidiary with approxi mately $320 million in assets, engaged primarily in the
run-of f of approximately $170 million in asbestos and environmental liabilities
associated with policies witten through 1991

Commercial lines division | n Decenmber 1998, AFG sold its Conmmercial |ines division
to Ohio Casualty Corporation for $300 nmillion plus warrants to purchase

6 mllion (post split) shares of Chio Casualty conmon stock. AFG deferred a
gain of $103 million on the insurance ceded to Chio Casualty and recogni zed a
pretax gain of $153 nmillion on the sale of the other net assets. The deferred
gain is being recognized over the estinmated renai ning settlement period

(wei ghted average of 4.25 years) of the clains ceded. AFG received an
additional $25 million in August 2000 under a provision in the sale agreenent
related to the retention and growm h of the insurance busi nesses acquired by Ohio
Casualty. The comrercial |ines sold generated net witten preniuns of

approxi mately $230 million in 1998 (11 nonths).

Start-up manufacturing businesses Si nce 1998, AFG subsi di aries have made | oans to two
start-up manufacturing busi nesses which were previously owned by unrel at ed
third-parties. During 2000, the former owners chose to forfeit their equity

interests to AFG rather than invest additional capital. Total |oans extended to
t hese businesses prior to forfeiture anbunted to $49.7 mllion and the
accumul ated | osses of the two businesses were approximately $29.7 mllion

During the fourth quarter of 2000, AFG sold the equity interests to a group of
enpl oyees for nominal cash consideration plus warrants to repurchase a
significant ownership interest. Due to the absence of significant financia

i nvestnment by the buyers relative to the anount of debt ($61.5 million at
December 31, 2000) owed to AFG subsidiaries, the sale was not recognized as a

di vestiture for accounting purposes. Assets of the businesses transferred
($55.3 million at Decenber 31, 2000) are included in other assets; liabilities of
the businesses transferred ($7.5 mllion at Decenber 31, 2000, after elimnation
of loans from AFG subsidiaries) are included in other liabilities. AFGs equity
in the | osses of these two companies during the fourth quarter of 2000 of

$4.1 million is included in investee losses in the statement of operations.

Worldwide Insurance Company I n April 1999, AFG acquired Worl dw de | nsurance
Conpany for $157 million in cash. Wrldwide is a provider of direct response
privat e passenger autonobile insurance.

United Teacher Associates | n Cctober 1999, GAFRI acquired United Teacher Associ ates
| nsurance Conpany of Austin, Texas ("UTA") for $81 million in cash. UTA

provi des suppl enental health products and retirement annuities, and purchases

bl ocks of insurance policies fromother insurers.

Great American Life Insurance Company of New York and Consolidated Financial | n February
1999, GAFRI acquired Great Anerican Life Insurance Conpany of New York, fornerly
A d Republic Life Insurance Conpany of New York, for $27 mllion in cash. 1In
July 1999, GAFRI acquired Consolidated Financial Corporation, an insurance
agency, for $21 mllion in cash.

Funeral Services division | n Septenber 1998, GAFRI sold its Funeral Services

division for approximately $165 mllion in cash. The division held assets of
approximately $1 billion at the sale date. AFGrealized a pretax gain of
$21.6 mllion, before $2.7 mllion of mnority interest, on this sale.

Chiquita During 1998, Chiquita issued shares of its conmon stock in acquisitions
of operating businesses. AFG recorded pretax gains of $9.4 million in 1998
representing the excess of AFG s equity in Chiquita follow ng the issuances of
its common stock over AFG s previously recorded carryi ng val ue.

F-10



AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Segments of Operations AFG s property and casualty group is engaged primarily in
private passenger autonobile and specialty insurance busi nesses. The Persona
group wites nonstandard and preferred/standard private passenger auto and ot her
personal insurance coverage. The Specialty group includes a highly diversified
group of specialty business units. Sone of the nore significant areas are

i nl and and ocean marine, California workers' conpensation, agricultural-related
coverages, executive and professional liability, fidelity and surety bonds,
collateral protection, and unbrella and excess coverages. AFG s annuity and
life business markets primarily retirenment products as well as life and

suppl enental health insurance. AFG s businesses operate throughout the United
States. In 2000, 1999 and 1998, AFG derived less than 2% of its revenues from
the sale of life and supplenental health products in Puerto Rico and | ess than
1% of its revenues fromthe sale of property and casualty insurance in Canada
Mexi co, Europe and Asia. In addition, AFG owns a significant portion of the
voting equity securities of Chiquita Brands International, Inc. (an investee
corporation - see Note E)

The followi ng tables (in thousands) show AFG s assets, revenues and operating
profit (loss) by significant business segnent. Operating profit (Ioss)
represents total revenues |ess operating expenses.

2000 1999 1998

Asset s
Property and casualty insurance (a) $ 8, 200, 683 $ 8,158, 371 $ 8,278,898
Annuities and life 7,934, 851 7,523,570 7,174,544
O her 256, 011 212, 150 199, 623
16, 391, 545 15, 894, 091 15, 653, 065
I nvestnent in investees 23, 996 159, 984 192, 138

$16, 415, 541 $16, 054, 075 $15, 845, 203

Revenues (b)
Property and casualty insurance:
Prem unms ear ned:

Per sonal $ 1,270, 328 $ 1,163, 223 $ 1,289, 689
Specialty 1, 223, 435 1, 047, 858 1, 371, 509

O her lines 1,129 (262) 37, 540
2,494, 892 2,210, 819 2,698, 738

| nvest nent and ot her incone 450, 537 450, 829 643, 106
2,945, 429 2,661, 648 3, 341, 844

Annuities and life (c) 823, 586 665, 661 748, 351
O her 48, 312 32,798 (8, 466)

$ 3,817, 327 $ 3,360,107 $ 4,081, 729

Qperating Profit (Loss)
Property and casual ty insurance:

Underwriting:
Per sonal ($ 108,372) ($ 7, 685) $ 34, 029
Specialty (94, 857) (28, 015) (67,131)
O her lines (d) 1, 342 (7,241) (256, 360)
(201, 887) (42,941) (289, 462)
| nvest nent and ot her incone 289, 549 282, 440 501, 190
87, 662 239, 499 211,728
Annuities and life 96, 211 110, 750 163, 126
QG her (e) (73,980) (48, 188) (101, 104)

$ 109,893 $ 302,061 $ 273,750

(a) Not allocable to segnents.

(b) Revenues include sales of products and services as well as other incone earned
by the respective segnents.

(c) Represents prinmarily investment incone.

(d) Includes a charge of $214 million in 1998 related to asbestos and other
envi ronmental matters ("A&E").

(e) Includes hol ding conmpany expenses.
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D. Investments

following (in mllions):
2000 1999
Anortized Mar ket Goss Unrealized Anortized Mar ket G oss Unrealized
Cost Val ue Gains Losses Cost Val ue Gains Losses
Fi xed maturities:
United States Government
and governnent agenci es
and authorities $ 537.9 $ 553.5 $ 16.9 ($ 1.3) $ 549.1 $ 539.1 $ 2.4 (% 12.4)
States, nunicipalities and
political subdivisions 416. 6 426.9 12.2 (1.9) 303.2 292.4 .8 (11.6)
For ei gn gover nnment 84.1 86.5 2.7 (.3) 64.4 63.3 .2 (1.3)
Public utilities 634.7 637.3 11.5 (8.9) 567. 8 556. 6 2.4 (13.6)
Mor t gage- backed securities 2,604.2 2,670.1 79.4 (13.5) 2,457.6 2,420.9 28.4 (65.1)
Al'l other corporate 5,809. 4 5,734.6 87.7 (162.5) 6,088. 1 5,922.3 34.3 (200.1)
Redeenabl e preferred stocks 61.4 55.7 .2 (5.9) 70.9 67.6 1.1 (4.4)
$10,148.3 $10,164.6 $210.6 ($194.3) $10,101.1 $9,862.2 $ 69.6 ($308.5)
O her stocks $ 175.0 $ 385.4 $224.6 ($.14.2) $ 229.2 $ 409.7 $204.4 ($.23.9)

AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Fi xed maturiti es and ot her stocks at Decenber 31 consisted of the

The table bel ow sets forth the schedul ed maturities of fixed maturities based on

mar ket val ue as of Decenber 31, 2000. Data based on anortized cost

t he sane.

Certain risks are inherent
i ncludi ng | oss upon default,
rates, and genera
proceeds due to prepaynments or

rates.

The only investment which exceeds 10% of Sharehol ders

i nvest nent

is generally

Mor t gage- backed securities had an average life of approximtely
5 1/2 years at Decenmber 31, 2000

Maturity

One year or |ess 3%

After one year through five years 26

After five years through ten years 28

After ten years 17

74

Mort gage- backed securities 26
100%

in connection with fixed maturity securities,

price volatility in reaction to changes in interest
mar ket factors and risks associated with reinvestment of
redenptions in a period of declining interest

Equity is an equity

in Provident Financial G oup, Inc., having a market val ue of
$272 mllion and $231 nmillion at Decenber 31, 2000 and 1999,

respectively.

Real i zed gains (|l osses) and changes in unrealized appreciation (depreciation) on
fixed maturity and equity security investments are sunmarized as follows (in

t housands):

Fi xed Equity Tax

Maturities Securities Ef fects Tot al
2000
Real i zed ($ 24, 186) ($ 2,395 $ 9,303 ($ 17,278)
Change in Unrealized 255, 200 29, 900 (98, 200) 186, 900
1999
Real i zed (13, 092) 33, 244 (7,053) 13,099
Change in Unrealized (641, 900) (42, 500) 237,500 (446, 900)
1998
Real i zed (*) 25,841 (19, 566) (2,196) 4,079
Change in Unrealized 4,982 (69, 900) 24,000 (40, 918)
(*) Includes $6.8 million in realized gains on fixed maturities transferred to

Chio Casualty in connection with the sale of the Commerci al
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Transactions in fixed naturity investnents included in the Statement of Cash
Fl ows consisted of the following (in mllions):

Maturities
and G oss G oss
Pur chases Redenpti ons Sal es Gai ns Losses
2000
Avail able for Sale $1,635.6 $ 689.7 $ 810.9 $15.9 ($40.1)
1999
Avail able for Sale $2,049.5 $1,047.2 $1,226.1 $29.2 (%$42.3)
1998
Held to Maturity (*) $ . 8 $ 585.0 $ 45.3 $12.1 ($ .5)
Avail able for Sale 2,154. 4 663. 8 750. 2 24.9 ( 17.5)
Tot al $2,155.2 $1,248.8 $ 795.5 $37.0 ($18.0)

(*) Prior toreclassification to available for sale at Decenber 31, 1998

Securities classified as "held to maturity" having anortized cost of
$41.8 mllion were sold for gains of $603,000 in 1998 due to significant
deterioration in the issuers' creditworthiness.

Investment in Investee Corporations | nvestnent in investee corporations reflects

AFG s ownership of 24 mllion shares (36% of Chiquita combn stock. The narket
value of this investnment was $24 million and $114 nmillion at Decermber 31, 2000
and 1999, respectively. Chiquita is a |leading international marketer, producer
and distributor of quality fresh fruits and vegetabl es and processed foods.

Sunmari zed financial information for Chiquita at Decenber 31, is shown below (in
mllions).

2000 1999 1998
Current Assets $ 845 $ 903
Noncurrent Assets 1,570 1,693
Current Liabilities 611 488
Noncurrent Liabilities 1,221 1,403
Shar ehol ders' Equity 583 705
Net Sal es $2, 254 $2, 556 $2, 720
Qperating | ncone 27 42 79
Net Loss (95) (58) (18)
Net Loss Attributable to Common Shares (112) (75) (36)

Chiquita's results for 2000 include $20 mllion in charges and witedowns of
producti on and sourcing assets; 1999 results include a $9 mllion charge
resulting froma workforce reduction program Operating results for 1998
include $74 million of fourth quarter wite-offs and costs resulting from

wi despread fl ooding in Honduras and Guatemal a caused by Hurricane Mtch

In January 2001, Chiquita announced a restructuring initiative that included

di scontinuing all interest and principal paynments on its public debt. |If
successful, the restructuring would result in the conversion of a significant
portion of Chiquita's $862 million in public debt into conmmon equity. As a
result, AFG recorded a fourth quarter pretax charge of $95.7 million to wite
down its investnent in Chiquita to quoted nmarket value of $1.00 per share at the
end of 2000.

Cost in Excess of Net Assets Acquired Anortization expense for the excess of cost

over net assets of purchased subsidiaries was $17.2 mllion in 2000,

$14.3 million in 1999 and $11.9 mllion in 1998. At Decenber 31, 2000 and 1999,
accumul ated anortization ambunted to approxi mately $168 mllion and

$157 million, respectively.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

G. Long-Term Debt Long-term debt consisted of the followi ng at Decenber 31
(in thousands):

2000 1999
Holding Companies:
AFG 7- 1/ 8% Seni or Debentures due April 2009,
| ess discount of $1,919 and $2, 084
(inmputed rate — 7.2% $300, 931 $300, 766
AFG 7-1/ 8% Seni or Debentures due Decenber 2007 79, 600 79, 600
AFC not es payabl e under bank |ine 178, 000 68, 000

American Prem er Underwiters, Inc. ("APU")

10- 5/ 8% Subor di nat ed Notes, including prem um

of $119 - 23,786
APU 10- 7/ 8% Subor di nat ed Notes due May 2011,

i ncl udi ng prem um of $890 and $940

(inputed rate - 9.6% 11,611 11, 661

Q her 14, 727 9, 110
$584, 869 $492, 923

Subsidiaries:

GAFRI 6-7/8% Seni or Notes due June 2008 $100, 000 $100, 000
GAFRI notes payabl e under bank |ine 48, 500 97, 000
Not es payabl e secured by real estate 31, 201 31,704

Q her 15, 386 11, 029
$195, 087 $239, 733

In April 1999, AFG issued $350 million principal amount of 7-1/8% Debentures due
2009. The proceeds fromthis offering were used primarily to redeem or
repurchase other debt. During the second half of 1999, AFG repurchased
$47.2 mllion of its 7-1/8% Debentures due 2009 for $44 mllion in cash.

In January 2001, GAFRI replaced its existing bank line with a $155 mllion
unsecured credit agreement. At Decenber 31, 2000, sinking fund and ot her
schedul ed princi pal payments on debt for the subsequent five years (as adjusted

to reflect GAFRI's new credit agreenent) were as follows (in nmillions):
Hol di ng

Conpani es Subsi di ari es Tot al
2001 $ 1.7 $1.6 $ 3.3
2002 188.1 1.6 189.7
2003 - 1.7 1.7
2004 - 63.1 63.1
2005 - 10.0 10.0

Debent ures purchased i n excess of schedul ed paynents may be applied to satisfy
any sinking fund requirement. The schedul ed principal payments shown above
assune that debentures previously purchased are applied to the earliest
schedul ed retirenents.

AFC and GAFRI each have an unsecured credit agreement with a group of banks
under which they can borrow up to $300 million and $155 million, respectively.
Borrowi ngs bear interest at floating rates based on prine or Eurodollar rates.
Loans mature in Decenber 2002 under the AFC credit agreement and in Decemnber
2004 under the GAFRI credit agreenent. At Decenber 31, 2000, the weighted
average interest rates on amounts borrowed under the AFC and GAFRI bank credit
lines were 6.86% and 7.31% respectively.

Cash interest payments of $56 million, $55 mllion and $49 mllion were nade on
| ong-term debt in 2000, 1999 and 1998, respectively.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Minority Interest M nority interest in AFG s bal ance sheet is conprised of the
followi ng (in thousands):

2000 1999
Interest of noncontrolling sharehol ders
in subsidiaries' common stock $119, 216 $ 97,516
Preferred securities issued by
subsidiary trusts 316, 663 319, 600
AFC preferred stock 72,154 72,154

$508, 033 $489, 270

Preferred Securities Whol | y-owned subsidiary trusts of AFG and GAFRI have i ssued
$325 mllion of preferred securities and, in turn, purchased a |ike amunt of
subor di nat ed debt which provides interest and principal paynments to fund the
respective trusts' obligations. The preferred securities nust be redeened upon
maturity or redenption of the subordinated debt. AFG and GAFRI effectively
provi de unconditional guarantees of their respective trusts' obligations.

The preferred securities consisted of the following (in thousands):

Dat e of Opt i onal

| ssuance | ssue (Maturity Date) 2000 1999 Redenpti on Dates

Cct ober 1996 AFCH 9-1/8% TOPr S (2026) $98, 750 $100, 000 On or after 10/22/2001
Novenber 1996 GAFRI 9-1/4% TOPrS (2026) 72,913 74, 600 On or after 11/7/2001
March 1997 GAFRI 8-7/8% Pfd (2027) 70, 000 70, 000 On or after 3/1/2007
May 1997 GAFRI 7-1/4% ROPES (2041) 75, 000 75, 000 After 9/28/2001

In 2000, AFG and GAFRI repurchased $1.3 nillion and $1.7 nillion of their
preferred securities for $1.1 mllion and $1.4 million in cash, respectively.
In 1999, GAFRI repurchased $5.4 million of its preferred securities for

$5.5 million in cash.

AFC Preferred Stock AFC s Preferred Stock is voting, cumulative, and consists of
the foll ow ng:

Series J, no par value; $25.00 |iquidating value per share; annual dividends
per share $2.00; redeemable at AFC s option at $25.75 per share begi nning
Decenber 2005 declining to $25.00 at Decenber 2007 and thereafter

2,886, 161 shares (stated value $72.2 mllion) outstanding at Decenmber 31
2000 and 1999.

Minority Interest Expense M nority interest expense is conprised of (in thousands):

2000 1999 1998
Interest of noncontrolling sharehol ders
in earnings of subsidiaries $11, 775 $15, 308 $21, 845
Accrued distributions by subsidiaries
on preferred securities:

Trust issued securities, net of tax 17, 819 18, 005 18, 318
AFC preferred stock 5,772 5,772 5,772
$35, 366 $39, 085 $45, 935
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Shareholders® Equity At Decenber 31, 2000, there were 67,410,091 shares of AFG
Conmon St ock out standi ng, including 1,364,099 shares held by Anerican Premni er
for possible distribution to certain creditors and other clai nants upon proper
claimpresentation and settlenment pursuant to the 1978 plan of reorgani zati on of
American Premer's predecessor, The Penn Central Corporation. Shares being held
for distribution are not eligible to vote but otherw se are accounted for as

i ssued and outstanding. In Decenber 2000, AFG issued 8.3 million Conmon Shares
at $19.625 per share in a public offering. AFGis authorized to issue 12.5
mllion shares of Voting Preferred Stock and 12.5 m|lion shares of Nonvoting
Preferred Stock, each wi thout par val ue.

Stock Options At Decenber 31, 2000, there were 6.8 million shares of AFG Common
Stock reserved for issuance under AFG s Stock Option Plan. Options are granted
with an exercise price equal to the market price of AFG Conmon Stock at the date
of grant. Options generally becone exercisable at the rate of 20% per year
conmenci ng one year after grant; those granted to nonenpl oyee directors of AFG
are fully exercisable upon grant. Al options expire ten years after the date
of grant. Data for AFG s Stock Option Plan is presented bel ow

2000 1999 1998
Aver age Aver age Aver age
Exerci se Exerci se Exer ci se
Shar es Price Shar es Price Shar es Price
Qut st andi ng at begi nni ng of year 4,664,108 $31. 28 3, 808, 369 $30. 25 3, 687, 635 $28.73
Grant ed 1, 997, 000 $19. 81 948, 001 $34. 92 466, 250 $41. 13
Exer ci sed (68, 523) $18. 22 (79, 762) $24. 42 (296, 416) $27. 96
Forfeited (140, 089) $31. 65 (12, 500) $37. 62 (49, 100) $33.79
Qut standi ng at end of year 6,452, 496 $27. 86 4,664, 108 $31. 28 3, 808, 369 $30. 25
Options exercisable at year-end 3, 226, 294 $29. 38 2,616,170 $28. 19 2,085, 873 $27. 06

The followi ng table sunmarizes infornmation about stock options outstandi ng at
Decenber 31, 2000:

Opti ons Qutstanding Opti ons Exercisabl e

Aver age Aver age Aver age

Range of Exerci se Renai ni ng Exerci se
Exerci se Prices Shar es Price Life Shar es Price
$18.56 - $20.00 1,992, 215 $19.79 9.5 years 16, 065 $19. 07
$20.00 - $25.00 1, 228, 635 $23.98 3.2 " 1, 228, 635 $23.98
$25.00 - $30.00 326, 770 $26. 98 4.4 270, 370 $27.01
$30.00 - $35.00 1, 043, 250 $30. 57 5.3 966, 800 $30. 33
$35.00 - $40.00 1,572, 626 $36. 83 7.3 624, 724 $37. 30
$40.00 - $45.19 289, 000 $42. 41 7.2 119, 700 $42. 48

No conpensation cost has been recogni zed for stock option grants. Had
conpensati on cost been determ ned for stock option awards based on the fair

val ues at grant dates consistent with the nethod prescribed by Statenent of

Fi nanci al Accounting Standards No. 123, AFG s net incone and earnings per share
woul d not have been materially different fromanounts reported. For SFAS No.
123 purposes, cal culations were determ ned using the Bl ack-Schol es option
pricing nodel and the follow ng assunptions: dividend yield of 3% for 2000 and
1999 and 2% for 1998; expected volatility of 24% for 2000, 22% for 1999 and 21%
for 1998; weighted average risk-free interest rate of 6% for 2000, 5.4%for 1999
and 4.8% for 1998; and expected life of 7.4 years for 2000 and 7.3 years for
1999 and 1998.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Unrealized Gain (Loss) on Marketable Securities, Net

The change in unrealized gain (loss)

on marketable securities included the following (in mllions):

2000

Unrealized hol ding gains (losses) on
securities arising during the period
Recl assi fication adjustment resulting
fromthe adoption of SFAS No. 133
Recl assification adjustment for realized
gains included in net income and
unreal i zed | osses of subsidiary sold
Change in unrealized gain (loss) on
mar ket abl e securities, net

1999

Unrealized hol ding gains (losses) on
securities arising during the period
Recl assi fication adjustment for
realized gains included in net incone
Change in unrealized gain (loss) on
mar ket abl e securities, net

1998

Unrealized hol ding gains (losses) on
securities arising during the period
Unrealized gain on securities transferred

fromheld to maturity
Recl assi fication adjustment for realized
gains included in net income and
unreal i zed gains of subsidiaries sold
Change in unrealized gain (loss) on
mar ket abl e securities, net

Tax Mnority

Pr et ax Ef fects | nt er est Net
$221.1 ($ 75.8) (%$14.5) $130.8
15.0 (5.3) - 9.7
31.3 (10.9) (2.1) 18. 3
$267. 4 ($ 92.0) ($16. 6) $158. 8
(%$612.1) $212.1 $38. 4 ($361. 6)
(20.2) 7.1 (1.0) (14.1)
($632.3)  $219.2 $37.4 ($375.7)
($ 50.5) $ 19.0 $ .6 ($ 30.9)
87.0 (30.4) (7.0) 49. 6
(20.4) 7.1 3.2 (10.1)
$ 16.1 ($ 4.3 ($ 3.2 $ 8.6

Income Taxes The following is a reconciliation of incone taxes at the statutory
rate of 35% and i ncone taxes as shown in the Statenment of Qperations (in

t housands) :

Earni ngs (loss) before incone taxes:

Qper ati ng

Mnority interest expense

Equity in net |osses of investees
Extraordinary itemns

Accounti ng changes

Tot al

I nconme taxes at statutory rate

Ef fect of:
Losses utilized
Tax credits
Anortization of intangibles
M nority interest
Di vi dends recei ved deducti on
O her

Total Provision (Credit)

Anount s applicable to:
M nority interest expense

Equity in net |osses of investees

Extraordinary items
Account i ng changes

Provi sion for incone taxes as shown
on the Statenent of Operations
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2000 1999 1998
$109, 893 $302, 061 $273, 750
(44, 961) (48, 780) (55, 798)
(142, 230) (27, 357) (13, 198)
- (2,617) (1, 265)
(13, 882) (6, 370) -
($ 91, 180) $216, 937 $203, 489
($ 31,913) $ 75,928 $ 71,221
(7, 000) (5, 250) (6,572)
(5, 757) - -
5, 495 4, 686 4, 482
6, 187 7,093 9, 438
(2,378) (2, 783) (2, 189)
221 (4,177) 2, 709
(35, 145) 75, 497 79,089
9, 595 9, 695 9, 863
49, 781 9,574 4, 620
- 916 495
4, 810 2,516 -
$ 29,041 $ 98,198 $ 94,067



AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
Total earnings before income taxes include income subject to tax in foreign
jurisdictions of $10.6 million in 2000, $8.1 mllion in 1999 and $7.5 mllion in
1998.

The total incone tax provision (credit) consists of (in thousands):

2000 1999 1998

Current taxes:
Feder al $13, 880 ($ 5,434) $63, 368
For ei gn 1, 106 32 94
State 459 511 652

Deferred taxes:
Feder al (50, 070) 81, 419 14,553
For ei gn (520) (1,031) 422
(%35, 145) $75, 497 $79, 089

For income tax purposes, certain nenbers of the AFC consolidated tax group had
the foll owi ng carryforwards avail abl e at Decenber 31, 2000 (in mllions):

Expi ri ng Anount

{ 2001 - 2005 $ 98

Qperating Loss { 2006 - 2010 1
{ 2011 - 2015 1

{ 2016 - 2020 140

O her - Tax Credits 14

Deferred incone tax assets and liabilities reflect tenporary differences between
the carrying anbunts of assets and liabilities recognized for financia

reporting purposes and the anounts recogni zed for tax purposes. The significant
conponents of deferred tax assets and liabilities included in the Bal ance Sheet
at Decenber 31, were as follows (in nillions):

2000 1999
Def erred tax assets:
Net operating |oss carryforwards $ 78.8 $ 32.6
| nsurance cl ai rs8 and reserves 214. 3 236.5
O her, net 120.0 117.6
413.1 386.7
Val uation all owance for deferred
tax assets (39.6) (48.9)
373.5 337.8
Deferred tax liabilities:
Def erred acquisition costs (205. 8) (172.3)
I nvest ment securities (121.1) (67.0)
(326.9) (239.3)
Net deferred tax asset $ 46.6 $ 98.5

The gross deferred tax asset has been reduced by a valuation all owance based on
an analysis of the likelihood of realization. Factors considered in assessing
the need for a valuation allowance include: (i) recent tax returns, which show
neither a history of large anbunts of taxable incone nor cumul ative |osses in
recent years, (ii) opportunities to generate taxable incone from sal es of
appreci ated assets, and (iii) the likelihood of generating |arger anpunts of
taxable income in the future. The likelihood of realizing this asset will be
revi ewed periodically; any adjustnments required to the valuation allowance will
be made in the period in which the devel opnents on which they are based becone
known. The aggregate val uation all owance decreased by $9.3 million in 2000 due
primarily to the utilization of |oss carryforwards previously reserved.

Cash payments for incone taxes, net of refunds, were $24.7 million, $9.2 mllion
and $45.9 mllion for 2000, 1999 and 1998, respectively.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
K. Extraordinary Items Extraordinary itens represent AFG s proportionate share of

gains and | osses related to debt retirements by the foll owi ng conpanies.
Amount s shown are net of minority interest and i ncome taxes (in thousands):

1999 1998
Hol di ng Conpani es:
AFG (parent) $2, 295 $ -
AFC (parent) (2,993) (77)
APU (parent) (1, 003) (44)
Subsi di ary:
GAFR - (649)
($1,701) ($770)

L. Commitments and Contingencies Loss accruals (included in other liabilities) have
been recorded for various environnental and occupational injury and di sease
clains and ot her contingencies arising out of the railroad operations di sposed
of by Anerican Premer's predecessor, Penn Central Transportation Conpany
("PCTC'), prior to its bankruptcy reorganization in 1978 and certain
manuf act uri ng operations disposed of by Anerican Prenmier. Under purchase
accounting in connection with the Mergers, any such excess liability will be
charged to earnings in AFG s financial statements.

At Decenber 31, 2000, American Premer had liabilities for environmental and
personal injury clains aggregating $94 million. The environnental clains
consi st of a nunber of proceedings and clains seeking to inpose responsibility
for hazardous waste renediation costs related to certain sites fornerly owned or
operated by the railroad and manufacturing operations. Renediation costs are
difficult to estimate for a nunber of reasons, including the nunber and
financial resources of other potentially responsible parties, the range of costs
for renediation alternatives, changing technology and the tinme period over which
these matters devel op. The personal injury clains include pending and expected
clains, primarily by former enpl oyees of PCTC, for injury or disease allegedly
caused by exposure to excessive noi se, asbestos or other substances in the

wor kpl ace. At Decenber 31, 2000, American Premer had $66.9 nillion of

of fsetting recovery assets (included in other assets) for such environnmental and
personal injury clainms based upon estimates of probable recoveries from

i nsurance carriers.

AFG has accrued approximately $9.8 million at Decenmber 31, 2000, for
envi ronnental costs and certain other matters associated with the sal es of
former operations.

I n managenent's opinion, the outcone of the itens discussed in this note wll
not, individually or in the aggregate, have a material adverse effect on AFG s
financial condition or results of operations.

M. Quarterly Operating Results (Unaudited) The operations of certain of AFG s busi ness
segnents are seasonal in nature. While insurance prem uns are recognized on a
relatively level basis, claimlosses related to adverse weat her (snow, hail
hurri canes, tornadoes, etc.) may be seasonal. Historically, Chiquita's
operations are significantly stronger in the first and second quarters than in
the third and fourth quarters. Quarterly results necessarily rely heavily on
esti mates. These estimates and certain other factors, such as the nature of
i nvestees' operations and discretionary sales of assets, cause the quarterly
results not to be necessarily indicative of results for |onger periods of tine.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

The following are quarterly results of consolidated operations for the two years
ended Decenber 31, 2000 (in nmillions, except per share anounts).

1st 2nd 3rd 4t h Tot al
Quarter Quarter Quarter Quarter Year
2000
Revenues $884. 1 $959.2 $1,012.6 $961. 4 $3,817. 3
Earni ngs (|l oss) before accounting change 44.7 16. 3 (22.2) (85.7) (46.9)
Cunul ative effect of accounting change - - - (9.1) (9.1)
Net earnings (Il oss) 44.7 16. 3 (22.2) (94.8) (56.0)
Basi c earnings (loss) per common share:
Bef ore accounting change $.76 $. 28 ($.38) ($1.43) ($.80)
Cunul ative effect of accounting change - - - (.15) (.15)
Net earnings (loss) available to
Conmon Shar es .76 .28 (.38) (1.58) (.95)
Diluted earnings (loss) per conmon share:
Bef ore accounting change $.76 $. 28 ($.38) ($1.43) ($.80)
Cunul ative effect of accounting change - - - (.15) (.15)
Net earnings (loss) available to
Conmon Shar es .76 . 28 (.38) (1.58) (.95)
Aver age nunber of Common Shares:
Basi c 58.5 58.5 58. 6 60.0 .9
Di | ut ed 58.5 58.9 58. 8 60. 1 .1
1999
Revenues $801. 4 $836. 1 $876. 9 $845. 7 $3,360. 1
Ear ni ngs before extraordinary itens and
accounti ng change 59.1 45.1 28.6 14.1 146.9
Extraordinary itens — gain (loss) on
prepaynent of debt - (3.8) 1.5 .6 7)
Cunul ative effect of accounting change (3.8) - - - . 8)
Net ear ni ngs 55.3 41. 3 30.1 14.7 141. 4
Basi ¢ earnings per conmon share:
Before extraordinary itens and
accounting change $. 97 $.75 $. 48 $.24 $2. 46
Gain (loss) on prepaynent of debt - (.06) .02 .01 03)
Cunul ative effect of accounting change (.06) - - - . 06)
Net earni ngs available to Common Shares .91 .69 .50 .25 .37
Di | uted earni ngs per common share:
Before extraordinary itens and
accounting change $. 96 $.74 $. 48 $. 24 $2. 44
Gain (loss) on prepaynent of debt - (.06) .02 .01 .03)
Cunul ative effect of accounting change (.06) - - - . 06)
Net earni ngs available to Comon Shares . .68 .50 .25 .35
Aver age nunber of Common Shares:
Basi c 61.0 60.0 59. 6 58. 4 .7
Di | ut ed 61.7 60. 6 60.0 58. 6 .2

Quarterly earnings per share do not add to year-to-date ampunts due to changes
i n shares outstanding.

The 2000 second quarter results include pretax charges of $32.5 nillion rel ated
to an agreenent to settle a |lawsuit against a GAFRI subsidiary and $8.8 nillion
for an adverse California Supreme Court ruling against an AFG property and
casualty subsidiary. The 2000 third quarter results include a $35 nillion
pretax charge for reserve strengthening in the California workers' compensation
busi ness, partially offset by $11.2 million in incone fromthe sale of certain
| ease rights. Fourth quarter 2000 results include a $95.7 mllion pretax
writedown of AFG s Chiquita investnment, partially offset by $11.8 million in

i ncome fromthe sale of certain |lease rights.

The 1999 fourth quarter results include a pretax charge of $10 mllion for
expenses related to realignment within the operating units of the life and
annuity business.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

AFG has realized substantial gains (losses) on sales of subsidiaries and
i nvestees in recent years (see Note B). Realized gains (losses) on sal es of
securities, affiliates and other investments amounted to (in mllions):

1st 2nd 3rd 4t h Tot al

Quarter Quarter Quarter Quarter Year

2000 (%1. 4) $21.1 $6.0 (%$21.0) $ 4.7
1999 4.4 7.3 (5.7) 14. 2 20.2

Insurance Securities owned by insurance subsidiaries having a carrying val ue of
about $900 million at Decenber 31, 2000, were on deposit as required by
regul atory authorities.

Insurance Reserves The liability for |osses and | oss adjustnment expenses for
certain long-term schedul ed paynents under workers' conpensation, auto liability
and other liability insurance has been di scounted at about 8% an approxi mation
of long-terminvestrment yields. As a result, the total liability for | osses and
| oss adj ust nent expenses at Decenber 31, 2000, has been reduced by $33 nmillion

The followi ng table provides an analysis of changes in the liability for |osses
and | oss adj ust nent expenses, net of reinsurance (and grossed up), over the past
three years on a GAAP basis (in mllions):

2000 1999 1998
Bal ance at begi nni ng of period $3, 224 $3, 305 $3, 489
Provision for |osses and LAE occurring
in the current year 2,056 1,691 2,059
Net increase (decrease) in provision for
clains of prior years (60) (74) 156
Total |osses and LAE incurred (*) 1, 996 1,617 2,215
Payments for | osses and LAE of:
Current year (905) (780) (885)
Prior years (936) (986) (1, 110)
Total paynents (1, 841) (1, 766) (1,995)
Reserves of businesses acquired or sold, net (187) 57 (481)
Recl assi fication of allowance for
uncol | ecti bl e reinsurance - 11 77
Bal ance at end of period $3,192 $3, 224 $3, 305
Add back reinsurance recoverabl es, net
of all owance 1, 324 1,571 1, 468
Gross unpai d | osses and LAE i ncl uded
in the Bal ance Sheet $4,516 $4, 795 $4,773

(*) Before anortization of deferred gains on retroactive reinsurance of
$34 million in 2000 and $28 million in 1999.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Net Investment Income The followi ng table shows (in mllions) investnent income
earned and investnent expenses incurred by AFG s insurance conpani es.
2000 1999 1998
I nsurance group investmnent incomne:
Fi xed maturities $815.5 $806. 1 $849. 6
Equity securities 10. 4 12.2 9.1
Q her 4.3 .9 2.2
830.2 819.2 860. 9
I nsurance group investnment expenses (*) (41. 4) (39.6) (35.6)
$788.8 $779.6 $825. 3

(*) Included primarily in "Qther operating and general expenses"” in the
St atement of QOperations.

Statutory Information AFG s insurance subsidiaries are required to file financia
statenments with state insurance regulatory authorities prepared on an accounting
basis prescribed or permtted by such authorities (statutory basis). Net
ear ni ngs and policyhol ders' surplus on a statutory basis for the insurance
subsidiaries were as follows (in mllions):

Pol i cyhol ders

Net Ear ni ngs Sur pl us
2000 1999 1998 2000 1999
Property and casualty conpani es $10 $170 $261 $1, 763 $1, 664
Li fe insurance comnpanies 40 37 41 384 421

Ef fective January 1, 2001, AFG s insurance conpanies are required to adopt
certain new statutory accounting standards. The cunul ative effect of these

changes will be reported as an adjustnment to policyhol ders' surplus at that
date. Managenent believes that the cunul ative effect of these changes at
adoption will increase the surplus of the property and casualty compani es by

approximately $40 million; the effect on surplus of the Ilife insurance conpani es
is not expected to be materi al

Reinsurance I n the normal course of business, AFG s insurance subsidiaries
assune and cede reinsurance wi th other insurance conpanies. The follow ng table
shows (in mllions) (i) ampunts deducted from property and casualty witten and
earned prem unms in connection with reinsurance ceded, (ii) witten and earned
prem ums included in income for reinsurance assumed and (iii) reinsurance
recoveries deducted fromlosses and | oss adj ustnent expenses.

2000 1999 1998
Direct premiunms witten $3, 365 $3, 113 $3, 221
Rei nsurance assumned 76 48 38
Rei nsurance ceded (803) (898) (788)
Net witten prem unms $2, 638 $2, 263 $2,471
Direct prem uns earned $3, 306 $3, 056 $3, 320
Rei nsurance assumned 45 45 42
Rei nsurance ceded (856) (890) (663)
Net earned prem unms $2, 495 $2, 211 $2, 699
Rei nsurance recoveri es $ 567 $ 811 $ 651
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Additional Information Total rental expense for various |eases of office space

data processing equipment and railroad rolling stock was $44 mllion
$39 nmillion and $41 nmillion for 2000, 1999 and 1998, respectively. Sublease
rental income related to these |eases totaled $2.5 million in 2000, $2.6 mllion

in 1999 and $5.4 nmillion in 1998.

Future mnimumrentals, related principally to office space, required under
operating | eases having initial or remaining noncancel able | ease terms in excess
of one year at Decenber 31, 2000, were as follows: 2001 - $50 million; 2002 -
$45 nmillion; 2003 - $37 mllion; 2004 - $24 mllion; 2005 - $16 mllion; and

$28 nmillion thereafter. At Decenber 31, 2000, m ninmum subl ease rentals to be
received through the expiration of the | eases aggregated $3 mllion

O her operating and general expenses included charges for possible | osses on
agents' bal ances, other receivables and other assets in the foll ow ng anmounts:
2000 - $9.7 mllion; 1999 - $5.1 mllion; and 1998 - $2.8 mllion. Losses and
| oss adj ust ment expenses included charges for possible | osses on reinsurance
recoverables of $.4 mllion in 1999. The aggregate allowance for all such

| osses anpunted to approxinmately $74 mllion and $148 mllion at Decenmber 31,
2000 and 1999, respectively.

Fair Value of Financial Instruments The foll owi ng table presents (in nillions) the
carrying value and estimated fair value of AFG s financial instrunments at
Decenber 31.

2000 1999
Carrying Fair Carrying Fair
Val ue Val ue Val ue Val ue
Asset s:
Fi xed maturities $10, 165 $10, 165 $9, 862 $9, 862
O her stocks 385 385 410 410
I nvestment in investees 24 24 160 114
Liabilities:
Annui ty benefits
accunul at ed $ 5,544 $ 5,426 $5, 520 $5, 371
Long-term debt :
Hol di ng conpani es 585 548 493 462
Subsi di ari es 195 187 240 230
M nority Interest:
Trust preferred securities $ 317 $ 304 $ 320 $ 297
AFC preferred stock 72 58 72 69
Shar ehol ders' Equity $ 1,549 $ 1,791 $1, 340 $1, 541

VWhen avail able, fair values are based on prices quoted in the nost active market
for each security. |If quoted prices are not available, fair value is estinmated
based on present val ues, discounted cash flows, fair value of conparable
securities, or sinmlar methods. The fair value of the liability for annuities
in the payout phase is assunmed to be the present value of the anticipated cash
flows, discounted at current interest rates. Fair value of annuities in the
accunul ati on phase is assunmed to be the policyhol ders' cash surrender anount.
Fair val ue of shareholders' equity is based on the quoted market price of AFG s
Common St ock
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Unrealized Gain (Loss) on Marketable Securities, Net I n addition to adjusting equity
securities and fixed maturity securities classified as "available for sale" to
fair value, SFAS 115 requires that certain other bal ance sheet anpunts be
adjusted to the extent that unrealized gains and | osses fromsecurities would
result in adjustments had those gains or |osses actually been realized. The
conponents of the Consolidated Bal ance Sheet caption "Unrealized gain (loss) on
mar ket abl e securities, net" in shareholders' equity are summarized as foll ows
(in mllions):

Unadj ust ed Adj ust ed
Asset Ef fect of Asset
(Liability) SFAS 115 (Liability)
2000
Fi xed maturities $10, 148. 3 $ 16.3 $10, 164. 6
O her stocks 175.0 210.4 385.4
Def erred acquisition costs 763.1 - 763.1
Annui ty benefits accunul at ed (5,543.7) - (5,543.7)
Pretax unrealized 226.7
Def erred taxes 125.2 (78.6) 46. 6
M nority interest (500. 5) (7.5) (508.0)
Unreal i zed gain $140.6
1999
Fi xed maturities $10, 101.1 ($238.9) $9, 862. 2
O her stocks 229. 2 180.5 409.7
Def erred acquisition costs 656. 1 4.6 660. 7
Annui ty benefits accunul at ed (5,532.6) 13.1 (5,519.5)
Pretax unrealized (40.7)
Deferred taxes 85.1 13. 4 98.5
M nority interest (498. 4) 9.1 (489. 3)
Unrealized | oss ($ 18.2)

Financial Instruments with Off-Balance-Sheet Risk On occasi on, AFG and its subsidiaries
have entered into financial instrunent transactions which may present off-

bal ance-sheet risks of both a credit and market risk nature. These transactions
i nclude conmmtnents to fund | oans, | oan guarantees and commtnents to purchase
and sell securities or loans. At Decenber 31, 2000, AFG and its subsidiaries
had comm tnents to fund credit facilities and contribute |imted partnership
capital totaling up to $21 mllion.

Restrictions on Transfer of Funds and Assets of Subsidiaries Paynents of divi dends, | oans
and advances by AFG s subsidiaries are subject to various state |aws, federal
regul ati ons and debt covenants which Iinmt the anmount of dividends, |oans and
advances that can be paid. Under applicable restrictions, the nmaxi mnum anount
of dividends available to AFGin 2001 fromits insurance subsidiaries wthout
seeking regul atory clearance is approximately $160 mllion. Total
"restrictions" on interconpany transfers from AFG s subsi di ari es cannot be
gquantified due to the discretionary nature of the restrictions.

Benefit Plans AFG expensed approxi mately $22 million in 2000, $13 million in 1999
and $22 million in 1998 for its retirenent and enpl oyee savi ngs pl ans.
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Transactions With Affiliates AFG owns a $3.7 nmillion minority interest in a

resi dential honebuil ding conpany. Brothers of AFG s Chairman own the remaining
interests. GAFRI has extended a line of credit to this conmpany under which the
honmebui | der may borrow up to $8 million at 13% At Decenber 31, 2000 and 1999,
$8 million was due under the credit Iline.

I n Septenber 2000, GAFRI's minority ownership in a conpany engaged in the
production of ethanol was repurchased by that conpany for $7.5 mllion in cash
and $21.9 mllion liquidation value of non-voting redeemable preferred stock
Fol | owi ng the repurchase, AFG s Chairman beneficially owns 100% of the ethano
conpany. I n Decenber 2000, the ethanol conpany retired $3 mllion of the
preferred stock at |iquidation value plus accrued dividends and issued an

$18.9 million subordinated note in exchange for the remaining preferred stock
The subordi nated note bears interest at 12-1/4%w th schedul ed repaynents

t hrough 2005. During 1998, the ethanol conpany borrowed $4.0 nmillion from GAFR

under a subordinated note bearing interest at 14% and paid a $6.3 mllion
capital distribution, including $3.1 mllion to GAFRI. |In addition, G eat
Anerican has extended a $10 million line of credit to this conpany; no ampunts

have been borrowed under the credit |ine.
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PART IV
ITEM 14

Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a) Documents filed as part of this Report:
1. Fi nancial Statements are included in Part |Il, |tem 8.

2. Fi nanci al St atenment Schedul es:
A. Selected Quarterly Financial Data is included in Note Mto the
Consol i dat ed Fi nanci al St at enents.

B. Schedules filed herewith for 2000, 1999 and 1998:

Page

I - Condensed Financial Information of Registrant S 2
V - Suppl emrental | nformation Concerning

Property-Casualty Insurance Operations S-4

Al'l other schedul es for which provisions are nade in the applicable

regul ation of the Securities and Exchange Conmi ssion have been
omtted as they are not applicable, not required, or the
information required thereby is set forth in the Financial
Statements or the notes thereto
3. Exhi bits - see Exhibit Index on page E-1.
(b) Reports on Form 8-K

Dat e of Report Item Reported

Noverber 14, 2000 Third quarter 2000 Earnings
Rel ease and additional nateria
presented at an insurance
i ndustry investor conference on
Novenber 15, 2000.



AMERICAN FINANCIAL GROUP, INC. - PARENT ONLY (*)
SCHEDULE | - CONDENSED FINANCIAL INFORMATION OF REGISTRANT
(In Thousands)

Condensed Balance Sheet

Decenber 31,
2000 1999
Assets:
Cash and short-terminvestnents $ 1, 407 $ 1,612
Receivables fromaffiliates 438, 807 370, 218
I nvestment in subsidiaries 1, 534, 280 1, 404, 653
O her assets 63, 557 53, 935
$2, 038, 051 $1, 830, 418
Liabilities and Shareholders" Equity:
Account s payabl e, accrued expenses and ot her
liabilities $ 5,185 $ 4,995
Payabl es to affiliates 103, 805 105, 079
Long-term debt 380, 531 380, 366
Shar ehol ders' equity 1, 548, 530 1, 339, 978
$2, 038, 051 $1, 830, 418

Condensed Statement of Operations

Year Ended Decenber 31,

2000 1999 1998
Income:
Di vi dends from subsi diaries $ 282 $ 282 $ 282
Equity in undistributed earnings (| osses)
of subsidiaries (57, 796) 242, 850 209, 453
I nvest ment and ot her incone 27,563 27,436 22, 367
(29, 951) 270, 568 232,102
Costs and Expenses:
I nterest charges on borrowed noney 39,912 34, 707 18, 748
O her operating and general expenses 7,435 9, 937 8, 600
47, 347 44, 644 27, 348
Earni ngs (|l oss) before income taxes,
extraordinary itens and accounting changes (77, 298) 225,924 204, 754
Provision (credit) for income taxes (30, 335) 78,929 79, 584
Earni ngs (loss) before extraordinary itens
and accounti ng changes (46, 963) 146, 995 125,170
Extraordinary items - |0ss on prepaynent
of debt - (1, 701) (770)
Cumul ative effect of accounting changes (9,072) (3,854) -
Net Earnings (LossS) ($ 56, 035) $141, 440 $124, 400

(*) The Parent Only Financial Statements include the accounts of AFG and its
predecessor, AFC Hol di ng Conpany, a wholly-owned subsidiary.



AMERICAN FINANCIAL GROUP, INC. - PARENT ONLY (*)
SCHEDULE | - CONDENSED FINANCIAL INFORMATION OF REGISTRANT - CONTINUED

(In Thousands)

Operating Activities:
Net earnings (Il oss)
Adj ust nent s:

Condensed Statement of Cash Flows

Year Ended Decenber 31,
2000 1999 1998

($ 56,035)  $141,440  $124, 400

Extraordinary itens - 1,701 770
Cunul ati ve effect of accounting changes 9,072 3,854 -
Equity in |l osses (earnings) of subsidiaries 34, 225 (158, 067) (128, 317)
Change in balances with affiliates (64, 511) (110, 243) 76,116
Increase in other assets (10, 987) (8,844) (2,972)
I ncrease (decrease) in payables 190 3,336 (2,612)
Di vi dends from subsi di aries 282 282 282
O her 602 15 90
(87,162) (126, 526) 67, 757
Investing Activities:
Purchases of investnents - (14, 894) -
Sal es of investnents - 13,903 -
- (991) -
Financing Activities:
Addi tional |ong-term borrow ngs - 344,938 -
Reducti ons of |ong-term debt - (63,179) -
| ssuances of common stock 159, 562 7,389 13, 238

Repur chases of comon stock

(88, 597) (20, 651)

Repurchases of trust preferred securities (1, 052)
Cash divi dends paid (71, 553) (78, 199) (79, 457)
86, 957 122, 352 (86, 870)
Net Decrease in Cash and Short-term Investments (205) (5, 165) (19, 113)
Cash and short-terminvestnents at begi nning
of period 1,612 6,777 25, 890

Cash
of

(*)

and short-terminvestnments at end

peri od

$ 1,407 $ 1,612 $ 6,777

The Parent Only Financial Statenents include the accounts of AFG and its
predecessor, AFC Hol di ng Conpany, a wholly-owned subsidiary.



AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
SCHEDULE V - SUPPLEMENTAL INFORMATION CONCERNING

PROPERTY-CASUALTY INSURANCE OPERATIONS
THREE YEARS ENDED DECEMBER 31, 2000

(IN MILLIONS)
COLUWN A COLUWN B COLUMN C COLUMN D COLUWN E COLUMN F COLUMN G COLUWN H COLUWN | COLUWN J COLUWN K
(a) CLAI MB AND CLAI M
RESERVES FOR ADJUSTMENT EXPENSES | AMORTI ZATI ON PAI D
DEFERRED UNPAI D CLAI MB (b) I NCURRED RELATED TO OF DEFERRED CLAI MB
AFFI LI ATI ON POLI CY AND CLAI NS DI SCOUNT (c) NET POLI CY AND CLAI M
W TH ACQUI SI TI ON ADJUSTNENT DEDUCTED IN | UNEARNED EARNED | NVESTMENT CURRENT PRIOR ACQUI SI TI ON ADJUSTMENT PREM UVB
REG STRANT CCSTS EXPENSES COLUMN C PREM UMS PREM UVB | NCOVE YEARS YEARS CosTS EXPENSES VR TTEN
CONSOLI DATED PROPERTY- CASUALTY ENTI TI ES

2000 $275 $4,516 $33 $1,414 $2, 495 $298 $2, 056 ($_60) $560 $1,841 $2, 638
1999 $254 $4, 795 $30 $1, 326 $2,211 292 $1, 691 ($_74) 498 $1, 766 $2, 263
1998 $2, 699 325 $2, 059 $156 589 $1, 995 $2,471

(a) Gossed up for reinsurance recoverables of $1,324 and $1,571 at Decenber 31,
(b) Discounted at approximately 8%
(c) Gossed up for prepaid reinsurance prenmuns of $267 and $320 at Decenber 31,

2000 and 1999,
2000 and 1999,

respectively.

respectively.
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INDEX TO EXHIBITS

AMERICAN FINANCIAL GROUP, INC.

Exhi bit Description

Amended and Restated Articles of
I ncorporation, filed as Exhibit 3(a)
to AFG s Form 10-K for 1997.

Code of Regul ations, filed as
Exhibit 3(b) to AFG s Form 10-K
for 1997.

Instruments defining the rights of
security hol ders.

Management Contracts:

Stock Option Plan, filed as Exhibit

to AFG s Form 10-K for 1998.

Form of stock option agreenents, filed as
Exhi bit 10(b) to AFG s Form 10-K for

2000 Annual Bonus Pl an.

Nonqual i fied Auxiliary RASP, filed as
Exhi bit 10(d) to AFG s Form 10-K for

Retirement program for outside directors,
filed as Exhibit 10(e) to AFG s Form 10-K

for 1995.

Directors' Conpensation Plan,

filed as Exhibit 10(f) to AFG s Form 10-K

for 1995.

Def erred Compensation Plan, filed as

1998.

1998.

(*)

(*)
Regi strant has no
out st andi ng debt issues
exceedi ng 10% of the

assets of Registrant and
consol i dat ed subsi di ari es.

(*)

(*)

(*)

(*)

(*)

Exhibit 10 to AFG s Regi stration Statenent

on Form S-8 on Decenber 2, 1999.

Conput ati on of ratios of earnings
to fixed charges.

Subsi di ari es of the Registrant.

Consent of independent auditors.

I ncorporated herein by reference.

(*)



AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

EXHIBIT 12 - COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES

Pretax inconme (| o0ss)

M nority interest
havi ng fixed charges (*)
Less undistributed equity in

| osses of

i nvest ees

Fi xed charges:
I nterest expense

Debt di scount

One-third of rentals

EARNI NGS

Fi xed charges:
I nterest expense

Debt di scount

One-third of rentals

Pretax preferred dividend requirements

of subsidiaries

FI XED CHARGES

Rati o of Earnings to Fixed Charges

Earni ngs in Excess of Fixed Charges

(*) Anmpunts include subsidiary preferred
preferred securities.

in subsidiaries

(prem um and expense

(prem um and expense

(Dollars in Thousands)

Year Ended Decenber 31,
2000 1999 1998 1997 1996
($ 77,298) $223, 307 $203, 489 $308, 323 $317,574
44,961 48, 780 55, 646 54,163 46, 689
142, 230 32, 156 17,997 10, 363 31, 353
67, 638 64, 544 58, 925 53,578 78, 048
763 (129) (504) (701) (1,174)
13, 963 12, 226 11, 883 10, 152 9, 279
$192, 257 $380, 884 $347, 436 $435, 878 $481, 769
$ 67,638 $ 64,544 $ 58, 925 $ 53,578 $ 78,048
763 (129) (504) (701) (1,174)
13, 963 12, 226 11, 883 10, 152 9,279
35, 648 36, 566 37,628 46, 578 27,970
$118, 012 $113, 207 $107, 932 $109, 607 $114, 123
1.63 3.36 3.22 3.98 4,22
$ 74, 245 $267, 677 $239, 504 $326, 271 $367, 646

di vi dends and accrued distributions on trust



AMERICAN FINANCIAL GROUP, INC.

EXHIBIT 21 - SUBSIDIARIES OF THE REGISTRANT

The following is a list of subsidiaries of AFG at Decenber 31, 2000. All
corporations are subsidiaries of AFG and, if indented, subsidiaries of the conpany
under which they are |isted.

Per cent age of
Conmon Equity

Nane of Conpany I ncor por at ed Owner shi p

AFC Hol di ng Conpany Ohi o 100
Ameri can Financial Capital Trust | Del awar e 100
Ameri can Financi al Corporation Ohi o 100
Ameri can Money Managenent Corporation Ohi o 100
American Prem er Underwiters, Inc. Pennsyl vani a 100
Pennsyl vani a Conpany Del awar e 100
Atl anta Casualty Conpany hi o 100
Infinity Insurance Conpany I ndi ana 100
Leader I nsurance Conpany hi o 100
Republic I ndemity Conpany of Anerica California 100
W ndsor | nsurance Conpany I ndi ana 100
Great Anerican Insurance Conpany hi o 100
AFC Coal Properties, Inc. hi o 100
Anerican Custom I nsurance Services, Inc. Ohio 100
Ameri can Dynasty Surplus Lines |Insurance Conpany Del awar e 100
Ameri can Enpire Surplus Lines |Insurance Conpany Del awar e 100
Aneri can Enpire |Insurance Conpany Ohi o 100
Fi delity Excess and Surplus |Insurance Conpany Ohi o 100
Brothers Property Corporation Ohi o 80
Eden Park I nsurance Conpany I ndi ana 100
Great Anerican Alliance | nsurance Conpany Ohi o 100
Great Anerican Assurance Conpany Ohi o 100
Great Anerican E&S | nsurance Conpany Del awar e 100
Great Anerican Financial Resources, |Inc. Del awar e 83
AAG Hol di ng Conpany, Inc. Ohi o 100
Anerican Annuity Group Capital Trust | Del awar e 100
Anerican Annuity Goup Capital Trust Il Del awar e 100
Anerican Annuity Goup Capital Trust |11 Del awar e 100
Great Anerican Life Insurance Conpany hi o 100
Annuity Investors Life Insurance Conpany hi o 100

Great Anerican Life Insurance Conpany
of New York New Yor k 100
Loyal Anerican Life Insurance Conpany hi o 100
United Teacher Associates |nsurance Conpany Texas 100

Great Anerican Life Assurance Conpany

of Puerto Rico, Inc. Puerto Rico 100
Great Anerican Insurance Company of New York New Yor k 100
Great Anerican Managenent Services, |nc. hi o 100
M d- Conti nent Casual ty Conpany Il ahoma 100
Nati onal Interstate Corporation hi o 58
Seven Hills Insurance Conpany New Yor k 100
Wor | dwi de | nsurance Conpany hi o 100

The nanes of certain subsidiaries are omtted, as such subsidiaries in the
aggregate woul d not constitute a significant subsidiary.



AMERICAN FINANCIAL GROUP, INC.

EXHIBIT 23 - CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference in the follow ng Registration
Statenments and rel ated prospectuses of American Financial Goup, Inc. of our report
dated February 9, 2001, with respect to the consolidated financial statenents and
schedul es of Anerican Financial Goup, Inc. included in the Annual Report on Form
10-K for the year ended Decenber 31, 2000.

Regi stration

Form Nunber Descri ption

S-8 33-58825 Stock Option Plan

S-8 33- 58827 Enpl oyee Stock Purchase Pl an

S-3 33- 62459 Di vi dend Rei nvestnent Pl an

S-8 333-10853 Nonenpl oyee Directors' Conpensation Pl an
S-8 333- 14935 Retirenment and Savi ngs Pl an

S-3 333-81903 $450 m |l lion of Debt Securities,

Common Stock and Trust Securities

S-8 333-91945 Def erred Conpensation Pl an

ERNST & YOUNG LLP
Cincinnati, Chio
March 26, 2001
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